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VOLUME  85 

Thursday, 

June  13th,  1946. 

t 

hR .HARVIE:  As  I  closed  last  night,  Ur  •Chairman, 

S’ 

I  stated  that  we  were  filing  some  exhibits,  and  I  think  that 
now  is  the  appropriate  time  to  do  so.  I  will  now  file  as 
Exhibit  184  the  statements  that  are  being  used  and  we  propose 
to  use  in  the  argument. 

Exhibit  184. 

BRITISH  AMERICAN  GAS  UTILITIES 
LIMITED  STATEMENT  REFERRED  TO 
IN  ARGUMENT  NOV/  MARKED  EXHIB  IT  184 . 

This  exhibit  on  page  1  includes  the 
statement  of  capital  expenditures,  including  the  high  pressure 
gas  gathering  lines,  and  water  system,  acquired  from  Britieh 
American  Oil  Company  Limited,  and  I  propose  to  deal  with  that 
under  the  appropriate  headings  later  on. 

And  the  second  statement,  on  page  2, 
is  the  capital  expenditures  and  reconciliation  to  estimated 
capital  expenditures  shown  on  page  1  of  Volume  2,  supplement 
1,  Exhibit  10 2A. 

And  Page  3  is  the  working  capital. 

On  Page  4  the  estimated  costs  of 
operations  1945  to  1954.  That  is  on  pages  4,  5  and  6. 

And  then  on  Page  7  we  have  the 
allocation  of  costs,  1945,  and  10  years  ended  1954. 

On  Page  8  we  have  the  proposed 
allocation  of  costs  of  operations  for  the  year  1945  which 
has  been  prepared  more  to  use  as  an  illustration  how  we  propose 
to  operate,  and  the  same  principles  can  be  applied  for  the 
full  period. 


THE  CHAIRMAN: 


MR. HARVIE: 
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• 

On  Page  10  is  the  formula  for  sharing  of  all 
markets  for  gas  produced  in  Turner  Valley  and  scrubbed  in 
Madison rs  scrubbing  plant,  which  was  yesterday  marked  as 
Exnib it  183,  and  which  I  said  I  would  supply  today. 

X 

MM.  CHA.:  .HER 3:  Page  10  is  really  Exhibit  183. 

MR  .HARVIE:  Yes,  pngs  10  is  the  Exhibit  183 

filed  yesterday*  Then  at  the  back  there  is  a  composite 
graph  of  the  British  American  Gas  Utilities  Limited  operations 
in  the  B.A.  area  in  the  Turner  Valley  field  for  1945  and  1946. 
That  is  being  filed,  Mr .  Chairman,  just  more  for  general 
iniorma cion  and  reference.  It  shows  the  total  gas  gathered 
for  1945,  actual.  Eor  1946  the  actual,  so  far  as  we  have 
it,  and  estimated  to  the  end  of  the  year.  And  then  the  total 
gas  gathered,  the  total  crude  gas  gathered,  the  high  pressure 
crude  gas  gathered,  the  low  pressure  crude  gas  gathered, 
and  the  gas  cap  gas  gathered. 

Now,  with  your  permission,  I  would 
like  to  read  my  noted  dealing  with  that  phase,  and  then 
possibly  we  can  pick  them  out  in  detail  from  the  statements. 

The  Company  submits  it  is  entitled  to  have 
included  in  its  rate  base  the  sum  of  $>149,47  9*43,  as*  per 
statement  submitted  herewith,  the  6th  of  May,  1946,  as 
shown  on  page  1  of  Exhibit  184.  That  item  is  made  up 

of  the  appraised  valuation  of  the  high  pressure  lines,  and 
the  water  lines,  and  I  will  deal  with  that  later. 

In  respect  to  the  existing  high 
pressure  gathering  lines  and  Water  System  it  has  been 
suggested  that  historical  cost  or  book  value  might  be 
considered  as  a  basis  for  arriving  at  the  prosont  useful 
value  of  these  assets*  That  suggestion  was  made  by  parties 
other  than  my  client.  As  pointed  out  in  the  Pipeline  Case, 


4 

%r 


* 


Argument  by  Nr.  Harvie. 


-  6838  - 

supra  -  p.74,  the  question  of  the  Companies1  investment 
in  the  assets  has  no  relation  to  their  present  useful 
value  and  on  the  same  reasoning  the  book  value  could  have 
no  application. 

It  has  also  been  suggested  by  some 
other  parties,  that  if  replacement  cost  new  be  taken,  that 
unit  depreciation  or  book  depreciation  be  deducted  instead 
of  observed  depreciation.  Unit  depreciation  as  to  tho 
future  would  appear  to  be  a  reasonable  basis  for  adjusting 
costs  for  consumers  in  tho  future,  but  it  is  submitted  this 
basis  should  have  no  application  in  fixing  the  present 
useful  value  of  tho  Companyies T assets  previously  in 
existence  and  presently  acquired. 

In  the  Pipeline  Case,  page  58,  the 

Board  says : 

TTIt  was  agreed  by  both  sides  and  by  all  witnesses 
that  in  a  Utility  Company  of  this  type, with  a 
life  limited  by  the  life  of  the  field,  unit  depreciation 
was  fair  and  reasonable,  not  only  to  the  company  but 
to  the  customer.  If  the  recoverable  reserves  are 
estimated  with  reasonable  accuracy,  each  barrel  of 
oil  going  through  the  lines  will  boar  its  proper  share 
of  depreciation  with  the  result  that  depreciation  charges 
plus  salvage  recovered  at  the  end  of  tho  useful  life 
of  the  system  will  enable  the  company  to  recover  its 
investment 

The  Company  subscribes  to  this  view, 
so  far  as  it  is  applied  only  to  the  future  amortization  of  the 
rate  base,  but  suggests  that  it  should  not  be  applied  in 
determining  the  present  useful  value  of  existing  assets  coming 
under  regulation  for  the  first  time,  for  the  following  reasons: 
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(a)  The  Company  submits  that  for  the  purpose  of 
accounting  and  finality  that,  with  the  CompanyTs 
consent, 

and  I  make  that  point  as  it  might  be  that  under  the  Aot  there 

might  be  some  question  as  to  what  power  you  had  to  treat  this 

as  an  absolute  sale.  I  agree  that  the  mere  fact  that  we 

suggest  transferring  the  assets  to  a  subsidiary  company  is  not 

a  factor  in  the  point  I  am  making  now,  and  that  is  done  more 

for  convenience  for  tho  future  than  anything  else,  but  I  do 

suggest  that  with  the  Company Ts  consent, 

the  Board  should  treat  the  acquisition  of  these 

assets  by  British  American  Utilities  as  a  purchase, and 
that  the  prices  be  fixed  as  above  indicated  in  order 

that  final  entries  may  b^  put  through  the  books  of 
each  Company  and  this  phase  of  the  matter  closed. 

(b)  If  the  foregoing  suggestion  were  not  accepted  and 
the  assets  were  valued  by  depreciation  on  the  past 
throughput  basis  of  unit  depreciation,  it  would  moan 
that  under  the  Board Ts  reasoning  in  the  Pipeline 
Case,  it  would  be  necessary  to  leave  this  item  in 

a  state  of  flux  to  bo  adjusted  up  or  dowh,  depending 
on  whether  or  not  the  Board Ts  present  estimate  as 
to  t0tal  throughput  was  high  or  low,  otherwise 
British  American  might  either  gain  or  lose  unreason¬ 
ably  on  the  transaction.  This  has  been  demonstrated 
very  clearly  by  what  was  said  by  the  Board  in  the 
Valley  Pipeline  Rate  Case  in  dealing  with  the 
question  of  the  fixing  of  a  Service  Rate. 


And  we  quote : 


I 
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TlService  Rato” : 

Tho  service  rate  is  determined  by  ascertaining  the 

* 

revenue  required  by  the  company  to  meet  operating  costs, 
depreciation,  income  tax  and  to  yield  the  allowed  rate  of 
return  on  its  rate  base.  This  revenue  related  to  the 
throughput  of  the  line  gives  the  charge  per  barrel  to  be 
allowed*  When  the  Commissioners  fixed  a  rate  of  9-J-  cents 
per  barrel  they  did  so  on  the  assumption  that  the  annual 
throughput  would  be  6,000,000  barrels.  The  rapid  develop¬ 
ment  of  the  field  and  the  advent  of  the  war  completely  upset 
that  estimate*  In  1940,  the  throughput  was  7,914,680  barrels 
and  1942  was  considered  to  be  the  peak  year  with  a  through- 
put  of  9,449,928  barrels.  Unless  an  extension  of  the 
field  is  established  or  unless  an  immediately  adjacent  new 
field  is  discovered,  it  is  reasonable  to  suppose  that  the 
throughput  will  decline  gradually  each  year* 

The  business  done  by  a  gas,  water,  electric  or  telephone 
company  can  be  estimated  within  reasonable  limits  and  for 
a  number  of  years  in  advance.  The  variations  in  expected 
revenues  will  not  be  marked  although  there  will  be  fluctuations. 
If  the  Board  attempted  to  fix  a  rate  now  which  would  be 
applicable  for  the  next  three,  four  or  five  years,  it  might 
turn  out  to  be  quite  unfair  both  to  the  company  and  to  its 
customers  *Tl 

And  I  will  refer  to  this  quotation  later. 

Now  dealing  with  Now  Installations. 

The  Company  submits  that  it  should  be  entitled  to 
its  cost  of  construction  of  $774,018.62,  as  shown  on  Page  1 
of  Exhibit  184.  This  figure  is  arrivod  at  from  that  statement 
by  deducting  the  valuation  of  $149,479.43  of  existing 
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equipment  from  the  total  expenditure  of  §923,4  98.05. 

In  ssking  for  this  figure  to  he  included  in  the 
rate  base,  we  have  not  overlooked  the  comment  by  Counsel 
in  respect  to  the  original  estimates  made  by  the  officials 
of  the  Company  as  to  the  cost  of  the  construction  which  are 
dealt  with  in  detail  by  Ur*  Donellan  in  his  evidence.  Volume 
42,  page  3259  plus. 

The  Company  appreciates  that  there  was  a  large 
undor -estimation  of  the  cost  of  construction,  and  regrets 
that  this  has  been  the  case,  but  wo  would  point  out  that 
there  is  no  justification  for  including  any  adjustment  in 
the  Rate  Base  for  any  error  in  the  estimates  of  the  cost  of 
construction* 

We  submit  that  the  sole  and  only  questions  to  be 
considered  in  this  connection  are:- 

1*  was  the  construction  made  in  accordance  with 
Orders  of  the  Board? 

2.  Were  the  costs  properly  and  legitimately  incurred 
in  such  construction,  having  regard  to  conditions 
at  the  time  of  construction? 

There  is  no  evidence  or  suggestion  that  such  was  not  the 
case,  except  for  some  small  items  aggregating  approximately 
§10,000.00,  vh  ich  wore  classified  by  Mr. Donellan  as 
"engineering  hazards"  and  fully,  and  wo  believe  satisfactorily, 
explained  by  him.  Volumo  42,  p.  3261,  Exhibit  133. 

Then  Working  Capital.  The  Company 

submits  that  it  should  have  included  in  its.  rate  base  the  sum 
of  §28,700.00  for  working  capital,  computod  as  pGr  statement 
submitted  herewith.  Exhibit  184,  page  3. 
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The  Sum  total  of  these  three  items  make  the  Total  Rate 


Base,  and  may  be  summarized : 

1.  Existing  equipment  .  $149,479.43 

2 .  New  "  774,018.62 

for  a  total  of  923,498.05 

which  is  the  figure  to  be  amor- 
tized,  and 

3.  Working  Capital  28, 700 .00 

Waking  in  all  .  $952,198.05 


on  which  the  Company  is  entitled  to  its  Rate  of  Return* 

Possible  Additions 

It  should  be  pointed  out  that  there  are  two  addition¬ 
al  items,  namely: 

(1)  1945  and  1946  Operating  Deficit. 

(2)  Costs  of  Hearing. 

that  the  Board  may  decide  to  include  either  in  whole  or  in 
part  in  the  Rate  Base. 

Wo  will  later  deal  with  our  recommendations  res¬ 
pecting  those  items  under  the  Heading  "Operating  Costs*" 

Now,  if  you  would  just  care  to  refer  to  Pago  1 
of  Exhibit  184,  there  is  a  breakdown  of  how  the  total  of 
§923,498.05  has  been  arrived  at.  That  is  the  amount  we 
suggest  should  be  included  in  the  Rate  Base  exclusive  of 
working  capital.  I  have  no  particular  comment,  I  do  not 
think,  to  make  on  that,  Mr.  Chairman,  except  to  refer  to 
page  2,  whore  there  is  a  reconciliation  of  that  figure  with 
the  figures  of  our  other  exhibits.  On  working  capital  there 
is  a  considerable  increase  of  §8700.00  shown  on  this  statement 
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as  over  the  previous  statement  filed*  That  is  really  no 
different,  as  I  will  explain  later.  It  is  a  transfer  from 
the  equipment  account  to  the  working  capital  account,  in 
connection  with  stores  after  completion  of  the  building. 

So  that  the  increase  in  the  working  capital  is  decreased  in 
proportion  in  exactly  the  same  amount  in  the  other  item. 


(Go  to  page  6844) 
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rate  of  ret  urn 

The  Act  requires  the  Board  to  fix  a  fair  and 
reasonable  rate  of  return.  Such  rate  must  be  fair  to  the 
consumers  on  the  one  hand)  and,  on  the  other  hand,  secure 
to  the  Company  concerned  a  fair  rate  on  the  capital  invested 
or  Rate  Base. 

t 

To  quote  Mr.  Justice  Lamont  in  the  Northwestern 
Utilities  Limited,  vs  City  of  Edmonton,  he  states  ,  .  .  .  . 

THE  CHAIFMAN:  Have  you  the  reference  to  that? 

MR.  HARVIE:  All  my  references  appear  in  the  margin 

and  will  appear  in  the  record. 

THE  CHAIRMAN:  Very  good. 

MR.  HARVIE:  That  is  Supreme  Court  of  Canada,  1929, 

C.S.R.  192-3  (See  Exhibit  106). 

"By  a  fair  rate  is  meant  that  the  Company  will 
be  allowed  as  large  a  return  on  the  capital  invested  in  its 
enterprise  (which  will  be  net  to  the  Company)  as  it  would 
receire  if  it  were  investing  the  same  amount  in  other  sec¬ 
urities  possessing  an  attractiveness,  stability  and  certainty 
equal  to  that  of  the  company Ts  enterprise.” 

We  submit  that  the  rate  fixed  by  the  Board  should 
be  not  too  liberal  s  o  as  to  inflict  hardship  on  the  public 
which  has  to  pay  the  same,  nor  on  the  other  hand,  must  the 
rate  be  too  low  so  as  to  be  unfair  to  the  Company  concerned. 
Too  low  a  Rate  of  Return,  besides  being  unfair  to  the 
Company  which  has  financed  the  operations  of  a  public  utility 
enterprise,  would  have  a  detrimental  effect  in  future  cases 
of  a  similar  nature. 

IN  THE  VALLEY  PIPE  LINE  DECISION)  jit  p.85,  the  Board  has 
this  to  sgy  as  to  the  propriety  of  a  9%#  rate: 
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"The  rate  of  9jr  cents  per  barrel? 
recommended  by  the  commissioners,  approved  by  Orde r-in-Counci  1 
and  fixed  by  Board  Order,  is  related  to  and  indeed  is  predi¬ 
cated  upon  the  volume  of  business  done,  the  operating  ex¬ 
penses,  the  depreciation  rate  and  finally  upon  9-1  per  cent 
per  annum  return  on  capital,  and  indeed  the  rate  per  barrel 
is  expressly  related  in  the  commissioners*  report  to  all  of 
these  factors.  9-|  per  cent  per  annum  free  of  income  tax 
is  an  exceedingly  generous  rate  of  return.  That  generous 
rate  is  fixed  because  the  company *s  investment  must  nec¬ 
essarily  be  for  a  relatively  short  term  and  the  failure  of 
the  field  or  rapid  decline  of  the  field  might  create  a 
situation  wherein  the  company  might  find  itself  left  with 
a  useless  plant  for  which  only  salvage  value  could  be 
recovered.  It  is  for  these  reasons  that  a  generous  rate 
was  allowed.” 

We  submit  the  above  comment  is 
particularly  applicable  to  our  situation  in  the  south  End 
of  the  field. 

There  are  two  yardsticks  available, 
we  submit,  that  might  assist  the  Board  in  the  determination 
of  what  is  a  fair  and  reasonable  Rate  of  Return:  Namely: 

(1)  What  is  the  comparative  current  rate  in  effect  in 
other  public  utilities,  involving  comparable  risks  and 
hazards? 

(2)  What  is  the  earning  capacity  of  money  in  general  and 
in  particular  of  the  company  concerned? 

Two  public  utility  enterprises  within 
the  Province  of  Alberta  are  the  Gas  Company  and  the  Valley 

The  Rate  of  Return  allowed  to  the  Calgary  Gas 


pipe  Line  . 
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Company  is  8 per  annum  and  to  the  Valley  Pipe 
Line  Q%  per  annum.  In  comparison  of  the  periods 

Exhibit  113 

page  B  concerned  and  hazards  of  the  enterprises;  it  is 

submitted  that  the  production  ol  natural  gas  in 
the  South  end  of  Turner  Valley,  with  a  contemplated 
useful  life  of  only  10  years,  is  of  a  more  hazard¬ 
ous  nature  than  either  of  the  two  public  utilities 
referred  to,  and  that  an  increase  to  9^f0  net  rep¬ 
resents  a  suitable  measurement  of  this  increased 
hazard . 

I  would  like  also  to  point  out  that  there 
is  another  hazard  in  the  B,A,  area,  where  it  is 
proposed  to  teke  gas  down  to  atmospheric  pressure, 
which  leaves  no  cushion  in  this  respect  as  there 
is  in  the  other  areas  where  it  is  proposed  to  take 
it  down  to  a  minimum  of  50  pounds  and  in  some  cases 
to  only  375  pounds.  In  other  words,  we  have  no 
back-log  at  all  beyond  our  estimates  and  I  think 
that;  is  a  factor  that  maybe  is  worthy  of  real 
weight  in  considering  the  matter  of  Rate  of  Retuiin. 
It  has  been  pointed  out,  other  areas  do  not 
contemplate  taking  gas  down  to  that  low  pressure, 
with  the  resu.lt  that  they  have  that,  add  it  ional 
reserve  as  a  back-log  in  the  case  of  anything 
going  wrong. 

With  regard  to  the  earning  capacity  of 
money  in  general,  reference  is  made  to  Exhibit  106, 
page  4,  where  Mr.  Baker,  the  expert  witness  of  the 
Madison  Company  refers  to  representative  Canadian 
industry  obtaining  9,04f0  return;  this  return  being 
based  on  capital  employed.  This  would  indicate 
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Ex. 119 


Page 

3145 


that  industry  in  general  has  an  over- all  average  earning 
capacity  of  9.04$.  The  fact  of  the  operations  in  question 
■feeing  conducted  as  a  public  utility  may  ^ive  some  security 
to  the  company  concerned*  but  it  does*  at  the  same  time* 
remove  or  at  least  restrict  freedom  of  action  with  regard 
to  policies  of  operation,  and  puts  a  ceiling  on  earnings 
without  giving  firm  assurance  against  losses.  In  addition 
this  utility  is  dealing  with  a  wasting  asset,  an  important 
factor  when  considering  security.  Therefore,  an  increase 
from  9,04$  to  9.5$  appears  to  be  a  modest  and  reasonable 
addition  to  the  net  rate  of  return  as  compensation  for  these 
factors , 

Insofar  as  the  British  American  Oil  Company 
Limited  is  concerned  -  as  differentiated  from  its  subsidiary, 
the  Utility  Company  -  which  company  has  financed  the  whole  of 
the  expenditure  and  operations  of  the  system  to  date,  it  is 
shown  on  Exhibit  119  that  the  capital  employed  in  its  own 
general  activities  carried  on  with  free  enterprise,  had  an 
earning  capacity  of  IS. 16$  per  annum  over  the  7  year  period 
ending  December  31,  1944.  It  was  suggested  by  Counsel  for 
the  Board  that  this  percentage  was  not  a  fair  comparison 
for  purposes  of  determining  the  Rate  of  Return  to  fee  settled 
by  the  Board.  This  cont  ention  w as  made  in  view  of  the  fact 
that  the  British  American  Oil  Company  had  done  a  considerable 
amount  of  financing  by  debentures  at  a  rate  varying  from  S^$ 

to  34$. 

We  suggest  the  repuation  and  financial 
standing  of  The  British  American  Oil  Company  is  such  that 
funds  can  be  borrowed  at  that  low  rate  of  interest  and  the 
Comnany  can,  and  should  be  allowed  to  use  such  funds  to 


. 
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increase  its  earnings  on  its  ’’employed  capital”.  This  is 
good  reason  why  such  borrowed  funds  should  not  be  diverted 
to  an  enterprise  which  pays  less  than  the  earning  capacity 
of  the  company  on  its  own  capital  employed.  The  quid  pro  quo 
for  accepting  such  a  lower  rate  of  return  on  the  capital 
invested  in  the  Utility  Company  should  be  the  removal  of 
possible  hazards  in  the  utility  Company.  At  no  time  during 
the  immediately  preceding  7  years  has  the  rate  of  return 
actually  realized  in  the  total  operations  of  The  British 
American  Oil  Company,  been  less  than  10,49%  per  annum  on  the 
capital  employed. 

Then  to  deal  with  the  criticism  of 
Mr,  Blanchard  that  that  figure  did  not  include  borrowed 
money,  we  would  suggest  for  the  guidance  of  the  Board,  it 
will  be  seen  in  the  same  Exhibit  119,  that  after  adding 
all  funds  from  debentures  to  the  employed  capital  of  the 
Company,  the  over-all  average  rate  of  return  during  the 
7  years  ending  1944,  was  9,65%,  which  you  will  note,  Mr, 
Chairman,  is  .15%  more  than  we  are  asking.  A  projection 
of  the  same  computation  for  the  preceding  3  years  shows 
that  for  the  10  year  period,  that  is  going  back  10  years 

% 

from  1935  to  1945,  prior  to  the  inception  of  the  Utilities 
operation  (that  is  the  same  period  backward  that  the 
Utilities  is  contemplated  to  operate  in  the  future),  they 
realized  a  net  return  of  10.45%  per  annum  on  the  Company *s 
capital  employed  plus  all  funds  from  debentures.  It  will 
be  noted  that  is  approximately  1%  more  than  9-^. 

It  is  suggested,  therefore,  that  the 
rate  of  return,  9-g%  net  of  tax,  as  claimed  in  my  client’s 
submission  is  well  within  the  boundaries  of  the  two  yard¬ 
sticks  suggested,  and  that  the  rate  of  return  to  be 
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allowed  by  the  Board  should  be  at  not  less  than  the  rate 
claimed,  namely  9 %f0  net  of  income  tax  on  its  entire  Rate  Base. 

Now  I  would  like  to  make  some  remarks 

in  regard  to  the  : 

RELATIONSHIP  BETWEEN  "RATE  BASS"  and  "RATE  OF  RETURN” 

It  was  suggested  by  Mr.  Hamilton  in  his 
Exhibit  125  that ’’the  ’’Rate  Base”  and  ’’Rate  of  Return”  cannot 
be_.wh.olly  disassociated.”  We  do  not  agree  with  this  con¬ 
tention,  but  rather  submit  that  the  ’’Rate  Base”  should  be 
considered  and  determined  on  its  own  merits  a  rd  entirely 
independently,  having  regard  to  the  general  principles 
applicable  thereto.  It  should  not  be  a  matter  of  compromise 
or  ” saw-off”  to  give  effect  to  extraneous  matters. 

.  we  further  submit  that  the ’’Rate  of  Return” 
should  be  dealt  with  in  a  similar  manner  to  the  ’’Rate  Base”, 
that  is,  dealt  with  on  its  own  merits  and  entirely  independent 
ly  of  extraneous  matters. 

We  also  suggest  that  possibly  the  well¬ 
head  price  should  be  dealt  with  in  a  similar  manner. 

We  favor  the  setting  of  a  static  Rate 
Base  on  the  general  principle  of  appraised  value  and  observed 
depreciation  as  previously  discussed.  And  we  make  this 
suggestion  for  consideration  to  meet  a  case  where  possibly 
the  traffic  will  not  stand  that  application. 

THE  CHAIRMAN:  A  static  rate  base  fbrwhat  length  of 

time,  Mr.  Harvie,  right  to  the  end  of  the  life  of  your 
und  ertak  ing? 

MR.  HARVIE:  Static  subject  to  the  amortization  fund 

being  made  applicable  each  year. 
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THE  CHAIRMAN:  In  other  words,  your  rate  base  would 

vary  from  year  to  year  by  the  amount  of  the  capital  additions, 
less  the  amount  amortized. 

MR.  HARVIE:  Exactly.  I  mean  static  in  the  sense 

that  one  it  is  set . 

THE  CHAER&AN:  I  understand. 

MR.  HARVIE:  I  think  maybe  right  there,  Mr.  Chairman, 

that  a  great  many  factors  that  X  have  not  touched  on  here 
should  well  bo  considered  in  that  connection.  If  that  were 
not  the  case  is  it  not  possible  that  under  our  Companies 
Act  generally  we  would  get  into  real  difficulty  on  occasion? 
If  for  instance  the  Board  of  Directors  of  a  Company  made  an 
investment  in  a  utility  Company  we  will  say,  a  fully  owned 
subsiduary  on  the  basis  of  that  valuation  that  was  originally 
established  and  they  cariied  it  into  the  parent  company's 
books  at  the  figures  that  actually  they  had  paid  and  they 
t‘ake,we  will  s  gy ,  the  full  income  over  a  few  years  that 
was  allowed  in  the  other  company  and  then  a  few  years  later 
-  and  I  should  also  suggest  that  in  the  parent  company 
dividends  were  paid  of  all  surpluses  that  could  be  applied 
towards  the  payment  of  dividends  and  just  kept  its  capital 
intact  -  and  going  along  for  a  few  years  on  that 
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basis,  suddenly  the  rate  base  is  cut,  it  would  possibly  mean 
W  that  they  would  also  have  to  cut  the  value  at  which  they  were 

carrying  the  assets  in  the  parent  company  and  I  do  not  ^ust 
know  what  might  be  the  repercussions  of  that.  It  would  have 
had  the  effect  of  paying  monthly  dividends  out  of  capital, 
certainly  if  it  was  anti-dated. 

THE  CHAIRMAN:  That  cut  of  the  rate  base  might  come 

about  because  of  a  change  in  price  levels,  is  that  what  you 
had  in  mind  ? 

MR.  HARVIE:  No,  I  say  this,  -  it  might  be  that  or  for 

any  other  reason.  That  would  maybe  be  the  most  normal  one  to 
®  expect  that  would  be  applied,  would  be  a  change  in  price 

levels . 

THE  CHAIRMAN:  My  present  view  is  that  a  separate  rate 

base  is  not  the  proper  thing,  that  is  my  present  view,  Mr. 
Harvie, 

MR.  HARVIE:  And  we  will  not  agree  with  your  present 

view  then  because  this  is  our  submission  that  it  should  be 
that . 

THE  CHAIRMAN:  Possibly  the  way  to  deal  with  a  situation 

of  that  kind  might  be  in  the  rate  of  return. 

9  MR.  HARVIE:  I  am  going  to  deal  with  that  in  that  way. 

Now  ^ust  on  that  point  we  suggest  that  if 
the  Board  at  any  time  should  be  called  upon  to  deal  with  a 
situation  where  the  total  operating  expenses  and  the  Rate  Base 
and  Rate  of  Return  set  on  these  principles  could  not  be  met 
from  income  available,  then,  we  suggest  that  a  fair  way  to 
deal  with  such  a  situation  would  be 
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Firstly  :  -  To  see  if  there  were  any  outside  sources  to 

which  the  deficit  could  be  properly  charged 
and  collected* 

Secondly:-  Determine  and  set  3  proper  static  Rate  Base 

and  a  Rate  of  Return  independently  of  the 
income  factor,  and  then: 

Thirdly  :-  Make  any  adjustment  that  may  be  necessary  to 

meet  the  particular  situation  over  any  interim 
or  permanent  period  through  a  reduction  in  the 
Rate  of  Return.  This  should  be  done  on  the 
grounds  of  expediency  and  on  that  ground  only, 
for  such  period  as  it  may  be  necessary*  The 
Board  should  clearly  state  what  it  considers 
to  be  the  proper  Rate  Base  and  Rate  of  Return 
and  the  reasons  for  reducing  the  Rate  of  Return 
to  meet  the  particular  situation* 

We  submit  the  above  approach  to  such  a 
situation  has  the  following  advantages  : 

1.  It  does  not  disturb  the  application  of  proper  principles 
which  can  be  used  as  precedents  in  the  future. 

And  Mr.  Chairman,  I  cannot  just  over¬ 
emphasize  the  advantage  that  that  would  be  if  we  could  get 
well  established  principles  in  effect  that  would  guide  us  in 
future  operations. 

2.  It  gives  the  Utility  Company  that  is  being  penalized 
on  account  of  an  uncontrollable  situation  the  oppor¬ 
tunity  to  benefit  to  the  full  extent  under  the  oper¬ 
ation  of  The  Income  Tax  Act  without  placing  any 
burden  on  the  other  parties. 


I  do  not  know  that  I  need  to  emphasize  that 
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statement.  You  all  know  the  effect  of  it. 

Now  as  tonCost  of  Operations" 

Exhibits  113A  and  B  were  submitted  by  our 
Company  in  the  opening  stages  of  the  Hearing,  covering  the  best 
estimate  then  available  of  cost  of  operating  the  complete  sys¬ 
tem.  Page  1  of  this  Exhibit  summarizes  the  estimated  expenses 
for  each  of  the  10  years  and  the  total  for  the  10  year  period. 
With  no  precedent  to  guide  us  and  little  or  no  instruction  or 
rulings  issued  by  the  Board  covering  various  phases  of  oper¬ 
ations,  this  schedule  of  estimated  expenses  was  necessarily  a 
preliminary  one.  They  were  prepared  so  as  to  show  the  total 
amount  of  funds  required  to  finance  each  year’s  operations, 
based  on  the  submissions  regarding  cost  of  plant  and  return 
on  investment.  It  was  decided  to  use,  for  the  purposes  of  the 
statement,  amortization  based  on  a  straight-line  method,  and 
as  you  will  remember,  over  a  ten  year  period.  Mr.  Donellan 
gave  evidence  however  that,  subject  to  amortization  of  the 
plant  in  the  10  year  period,  the  unit  throughput  method  of 
amortization  was  another  suitable  method  of  providing  for 
amortization.  He  did,  however,  stress  that  the  unit  to  be 
used  should  be  the  number  of  units  estimated  for  the  10  year 
period,  which,  in  our  opinion,  was  the  economic  life  of  the 
enterprize  on  the  basis  of  present  operations. 

Exhibit  113A  and  B,  for  convenience, 
summarized  the  cost  of  operations  into  the  following  categories 

(1)  Operating  costs  by  which  was  meant  direct  operating 
charges  such  as  labor,  material,  supplies,  etc. 

(2)  Administration 

(3)  Amortization  of  capital  expenditures. 

(4)  Return  on  investment. 
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On  the  18th  March,  Exhibit  164  was  filed. 
This  Exhibit  showed  from  the  books  of  the  Company  the  actual 
results  of  operations  for  the  IS  months  ending  December  31, 

1945.  Attached  to  this  Exhibit  was  a  supplementary  statement 
comparing  the  actual  operating  results  with  the  estimates  sub¬ 
mitted.  in  Exhibit  113B.  Here  again  the  fact  that  the  Hearing 
was  still  in  progress  made  it  impracticable  to  allocate  to  the 
individual  units  the  actual  operating  results  for  the  year, 
and  I  am  going  to  give  one  example  in  detail  which  will  possibly 
well  illustrate  the  importance  of  doing  more  at  that  time  than 
we  did  do.  For  example,  the  statement  shows  an  item  of  expense 
"Rental  of  Input  Wells  -  $2, 549,19” . 

You  will  remember,  Mr.  Chairman,  when  you 
were  more  or  less  proceeding  on  a  matter  of  trial  and  error 
both  as  to  the  input  wells  and  how  they  should  be  handled  both 
as  to  ownership  and  so  on,  and  I  think  in  one  of  your  Orders 
it  was  directed  that  the  allowables  from  the  input  wells  would 
be  transferred  to  other  wells  or  rather  to  the  Conservation 
Board  and  in  the  original  direction  we  got  from  the  Board  that 
was  one  of  the  factors,  and  that  we  were  to  pay  the  owners  of 
the  wells  in  the  meantime  the  estimated  amounts  equivalent  to 
what  their  incomes  would  have  been  if  they  had  been  producing 
on  a  comparable  basis  with  other  wells. 

Now  the  situation  was  that  we  carried  that 
out  as  far  as  we  could  but  for  one  reason  or  another  the  allow¬ 
able  of  that  input  well,  or  in  fact  any  well,  has  never  been 
transferred.  It  is  still  receiving  it,  with  the  result  that 
the  Company  Just  had  to  give  effect  to  your  Order  and  charge 
that  additional  money  as  an  expense,  and  it  was  anticipated 
that  that  would  be  reimbursed  when  we  got  the  money  back  from 
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the  transfer  of  the  wells. 

This  amount  was  charged  against  operations 
since  the  only  instructions  were  contained  in  Board  Orders  12, 
20  and  22,  which  established  the  basis  of  reimbursement  which 
was  due  to  the  owners  of  input  wells.  The  question  of  transfer 
of  the  allowable  for  input  wells  was  under  consideration  but 
had  not  been  finalized.  Therefore  there  was  no  alternative 
but  to  consider  the  matter  pro  tern  as  an  expense.  As  and  when 
authorization  is  given  by  the  Conservation  Board  to  transfer 
the  allowables  of  input  wells  then  the  reimbursement  of  this 
payment  will  follow  the  allowables.  If.  the  Board’s  order  trans 
ferring  allowables  is  retroactive  for  1945,  there  will  be  a 
credit  to  Operations  to  the  extent  of  this  $2,549.19,  the  same 
amount  which  we  paid  out  for  rent.  In  any  event,  when  the 
Order  of  transferring  allowables  is  issued  there  will  be  no 
further  rental  charge  against  the  Operations. 

Again,  since  the  Board  has  not  as  yet  con¬ 
firmed  the  value  at  which  the  high  pressure  gas  gathering  and 
water  lines  are  to  be  taken  over  by  The  British  American  Gas 
Utilities  Limited,  the  provision  for  amortization  of  these 
items  was  made  on  the  basis  of  our  submission,  which  again  is 
straight  line.  As  was  covered  in  my  remarks  dealing  with  the 
rate  base,  this  amount  has  now  been  substantially  reduced. 

No  final  decision  had  been  made  at  the  time 
of  closing  the  books  for  the  year  ending  December  31,  1945,  as 
to  the  allocation  of  the  cost  of  the  various  parts  of  the 
system.  Full  consideration  has  now  been  given  to  the  evidence 
which  has  been  presented  before  the  Board  and  we  have,  there¬ 
fore,  prepared  a  revised  statement  of  the  estimated  costs  of 
operations,  giving  effect  to  the  following  adjustments: 
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(a)  Adjustment  of  Rate  Base  to  the  suggested  amount  to 
be  accepted  as  proper  value  for  the  high  pressure 
gas  gathering  and  water  lines. 

(b)  Elimination  of  input  well  rental  from  the  statement. 

(c)  Applying  the  principles  of  amortization  on  a  unit 
basis,  using  as  the  unit  for  each  particular  oper¬ 
ation  the  throughput  of  that  operation  as  will  be 
covered  in  my  remarks  on  allocation  of  costs. 

MR.  MCDONALD:  Would  you  mind  repeating  that,  Mr.  Harvie. 

MR.  HARVIE: 

(c)  Applying  the  principles  of  amortization  on  a  unit 
basis,  using  as  the  unit  for  each  particular  oper¬ 
ation  the  throughput  of  that  operation  as  will  be 
covered  in  my  remarks  on  allocation  of  costs. 

MR.  MCDONALD:  Thank  you. 

It  is  felt  that  this  statement,  which  has 
been  filed  as  Exhibit  184  and  which  I  will  refer  to  in  detail 
in  a  moment,  will  be  of  material  assistance  to  the  Board  in 
considering  the  cost  of  operations. 

This  statement  shows  our  estimated  cost  of 
operations  for  the  10  year  period,  and  gives  effect  to  the 
various  adjustments  and  charges  which  have  been  discussed 
during  this  argument,  namely  : 

The  amount  of  amortization  of  capital 
expenditures  has  been  adjusted  from  $972,832.00  as  shown  in 
Exhibit  113A,  to  $895,621.99  to  which  must  be  added  the 
following  items  which  have  been  distributed  as  part  of  the 
service  department  expenses,  namely  : 
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Fuel  Gas  Scrubber 
25 %  of  Water  System 
Trucks  and  Automobiles 
Gffice  Equipment 


$17 , 204 .99 
5,784.15 
4,110,05 
776.87 


These  amounts  account  for  the  adjusted 
Rate  Base  total  of  $925,498.05,  exclusive  of  working  capital, 
which  is  the  same  figure  as  we  dealt  with  under  the  "Rate 


Base”  . 


In  the  original  statements,  as  previously 
discussed,  amortization  was  based  on  a  straight  line  basis. 

Now  that  reserves  and  market  sharing  position  have  been  agreed 
upon,  the  amortization  has  been  calculated  on  a  throughput 
basis  for  each  individual  unit  or  phase  of  the  operation. 


(  Go  to  Page  6858  ) 
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Now  on  the  Return  on  Investment  -  9 

Schedule  113A  shows  the  total  amount 

H  during  the  10  year  period  for  return  on  investment,  based 

at  9 yfo  net  of  income  tax  of  #801,658.00.  The  revised  state- 

ments  now  submitted  show  the  amount  involved  in  this  item 

as  |>6 7 7 , 57 1  •  2 5 •  The  causes  of  this  change  are  ; 

forking  capital  was  originally  estimated  at 

|20,000.00,  being  the  value  of  stores  on  hand  and 

l/6th  of  the  cash  requirements  to  carry  on  oper- 
# 

ations,  When  construction  was  comple ted  ,  certa in 
items  previously  carried  in  new  equipment  account 
are  now  spare  parts  in  Stores  and  carried  in  work- 
^  ing  capital  account.  So,  'Working  Capital'  on 

which  a  return  on  investment  is  required  now  stands 
at  $28,700.00  as  against  $20,000.00  in  the  original 
submission,  with  a  corresponding  reduction  in  the 
Rate  Base.  Exhibit  184,  p.  3. 

)  Rif Qc t  of  Throughput  Basis  for  Depreciation  - 
As  previously  discussed  the  original  estimate  was 
based  on  a  straight  line  method  of  depreciation. 

#e  are  now  making  our  estimates  on  a  basis  of  'units 
of  throughput'  depreciation.  As  return  on  invest- 
men^  only  payable  in  respect  of  the  un-amortized 
amount  of  the  rate  base,  there  have  been  changes  in 
the  annual  amounts  required  for  return  on  investment. 
These  two  factors  explain  the  differences. 

Operating  Costs  -  Exhibit  113A  was  based  on  the  original 
estimate  of  Operating  Cost  of  $66,521.00  per  annum.  Using 
1945  actual  operations  as  a  basis  the  direct  operating  costs 

are  approximately  $70,000.00  per  annum,  an  increase  of  about 
$3, 500.00. 
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Administration  -  The  charge  for  Administration  remains  in 
accordance  with  the  original  estimate,  namely  $15,000.00  per 
annum.  See  Exhibits  113A,  113B,  113C. 

The  net  result  is  that  the  total  cost  of 
operations  for  the  10  year  period,  after  giving  effect  to  all 
charges,  is  reduced  from  $2,589,700.00  to  $2,466,833.13,  a 
difference  of  $122,866.87,  exclusive  of  the  items  covering  the 
’’cost  of  Hearing"  and  1945-46  Operating  Losses. 

Cost  of  Hearing. 

We  have  not  estimated  the  amount.  The 
expenses  will  consist  of  : 

(1)  Salaries  of  staff  engaged. 

(2)  Witnesses  and  their  fees. 

(3)  Expenses  of  the  staff  in  connection  with  the  Hearing. 

(4)  Legal  fees. 

It  is  suggested  by  the  Company  that  the 
cost  of  the  Hearing,  after  determination  of  the  above  factors, 
should  be  considered  as  a  deferred  charge  against  operations 
for  the  succeeding  5  years.  If  the  total  expenses  involved 
should  amount  to  $30,000.00,  this  will  mean  an  annual  levy 
against  Operations  for  the  years  1946-50  inclusive  of  $6,000.00 
per  annum. 

OPERATING-  LOSSES  for  the  years  1945  &  1946 

The  final  amount  involved  cannot  be  deter¬ 
mined  until  the  Board  has  issued  its  Order  in  connection  there¬ 
with.  On  the  assumption  that  the  costs  of  operation  as  now 
filed,  are  acceptable  to  the  Board,  it  would  be  found  that  the 
present  interim  payment  being  received,  falls  short  of  meeting 
the  necessary  financial  requirements  for  1945  by  $97,239.88, 
plus  any  additional  loss  incurred  in  1946  operation  up  to  the 
date  of  the  Board  Order. 
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This  total  is  the  accrued,  shortage  which 
we  estimate  at  $153,963.41  as  of  the  31st  July,  1946,  will 
have  to  be  provided  for  by  adding  it  to  the  rate  base,  unless 
otherwise  directed  by  the  Board. 

I  hope  we  are  not  endeavouring  to  hurry 
you  by  putting  in  that  date  31st  July  1946. 

THE  CHAIRMAN:  All  I  can  say  is  that  you  are  optimistic. 

ALLOCATION  OF  OPERATING  COSTS 

We  have  found  that  to  determine  a  fair  and 
equitable  method  of  allocating  the  cost  of  the  various  branches 
of  the  Utilities  operations  presents  one  of  the  biggest  problems 
we  have  encountered  in  the  preparation  of  our  final  submission 
for  this  Hearing.  The  principle  of  seeing  that  the  cost  is 
fc.'  borne  by  the  parties  who  benefit,  to  the  extent  of  such  benefit, 

is,  we  believe,  accepted  by  all  parties.  The  difficulty,  how¬ 
ever,  is  to  determine  the  degree  of  benefit  and  how  to  measure 
the  costs  for  distribution  between  the  various  parties.  This 
will  possibly  be  one  of  the  most  contentious  matters  before 
you.  After  giving  due  consideration  to  all  evidence  which  has 
been  presented,  the  British  American  Gas  Utilities  Ltd.  arrived 
at  the  opinion  that  the  '’Demand  and  Volumetric"  formula  devel¬ 
oped  by  Mr.  H.  Zinder  (expert  witness  called  by  the  Producers, 
and  which  formula,  for  simplicity,  we  will  refer  to  as  the 
€  "Zinder  formula")  gives  the  fairest  and  most  equitable  method 

of  distribution. 

In  that  connection,  Mr.  Chairman,  I  would 
like  just  shortly  to  summarize  who  Mr.  Zinder  is  and  his 
qualifications.  He  does  it  himself  in  Volume  54,  page  4295, 
Volume  51,  pages  3940-4,  Volume  51,  page  3993.  There  are 
several  pages  of  that  and  I  would  like  to  have  that  in  the 
record.  There  are  only  two  references  that  I  want  to  mention 
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right  now  and  it  might  be  with  consent  we  might  copy  into  the 

record  that,  rather  than  take  time  to  read  it  at  the  moment. 

Mr.  Zinder  is  a  professional  Engineer  with 

some  years  of  experience  in  numerous  phases  of  business  such 

as  we  are  now  dealing  with,  and  he  states: 

VOLUME  51 

9. 30  A.M.  Session, 

November  12th,  1945 

-  3940  - 

THE  CHAIRMAN:  All  right,  Mr.  McDonald. 

MR.  MCDONALD:  I  am  ready  to  call  Mr.  Zinder. 

HANINA  ZINDER,  having  been  duly 
sworn,  examined  by  Mr.  McDonald,  testified  as  follows: 

Q,  Mr.  Zinder,  would  you  outline  for  the  information  of 
the  Board  your  educational  qualifications,  and  your 
contact  with  the  Public  Utility  business  ? 

A  All  right.  I  have  a  Degree  of  Bachelor  of  Science  in 
Electrical  Engineering  from  the  Carnegie  Institute  of 
Technology.  I  received  a  Degree  of  Master  of  Business 
Administration  from  Northwestern  University,  where  I 
specialized  in  the  field  of  Public  Utilities.  I  re¬ 
ceived  a  Certificate  of  Completion  from  the  Central 
Station  Institute  in  Chicago,  which  was  operated  by 
the  Commonwealth  Edison  Company  of  Chicago,  Illinois, 
and  I  partially  completed  work  towards  a  Ph.  D.  Degree 
at  the  University  of  Wisconsin. 

As  to  my  experience,  briefly  it  has  been 

as  follows: 

For  approximately  six  years,  1924  to  1930,  I  was 
employed  by  the  Commonwealth  Edison  Company  of  Chicago. 
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This  employment  followed  my  graduation  from  Carnegie 
Tech  in  1924.  While  with  the  Commonwealth  Edison 
Company,  I  was  employed  in  various  departments  of  the 
Company,  including  operating  experience  in  their 
generating  plants.  The  largest  portion  of  my  employ¬ 
ment  with  this  Company  was  spent  in  making  cost  reports 
on  comparative  costs  of  Central  Station  service,  and 
generation  of  electricity  privately  by  large  commercial 
and  industrial  establishments  in  Chicago. 

I  took  a  short  leave  of  absence  from  the 
Commonwealth  Edison  Company  to  complete  my  work  towards 
my  Master Ts  Degree  from  Northwestern  University.  During 
%  this  period  I  was  engaged  by  the  Institute  for  Land 

Economics  and  Public  Utilities  at  Northwestern  Univer¬ 
sity,  as  a  Research  Assistant.  Among  the  research 
projects,  upon  which  I  was  engaged,  was  that  of  gather¬ 
ing  together  a  large  part  of  the  material  for  the  book 
on  Materials  for  the  Study  of  Public  Utility  Economics, 
by  H.  B.  Dorau,  which  was  published  in  1930  by 

MacMillan  &  Company.  I  also  assisted  in  a  study  on 

% 

the  effect  of  Commission  regulation  on  Utilities  in 
Massachusetts. 

tT-  While  working  at  the  Commonwealth  Edison 

Company,  and  obtaining  my  Master’s  Degree  at  North¬ 
western  University,  I  lectured  on  Public  Utility  sub¬ 
jects  at  Northwestern  University.  I  continued  this 
lecture  work  for  several  years  after  completing  my 
Master’s  Degree  at  Northwestern  University, 
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I  lectured  in  the  courses  of  Public  Utility  Rates  and 
Public  Utility  Operation  and  Management. 

In  1931  I  left  the  Commonwealth  Edison 
Company  to  join  the  staff  of  the  Public  Service  Comm¬ 
ission  of  Wisconsin.  While  with  this  Commission,  I 
had  the  title  of  Chief  Rate  Analyst.  I  handled  all 
manner  of  rate  problems  and  testified  thereon  before 
the  Commission,  including  problems  of  determination  of 
cost  of  service,  making  cost  allocations,  design  of 
rates  for  both  the  usual  retail  and  large  wholesale 
users  of  electricity. 

While  with  the  Wisconsin  Commission,  I  was 
called  upon  as  a  Consultant  to  assist  in  the  design  and 
determination  of  the  original  rates  for  the  Tennessee 
Valley  Authority,  and  for  the  establishment  of  rate 
policies  for  the  Electric  Home  and  Farm  Authority. 

In  August,  1935,  I  was  granted  a  year’s 
leave  of  absence  from  the  Wisconsin  Commission  to  join 
the  staff  of  the  Rural  Electrification  Administration 
in  Washington.  I  joined  the  staff  of  the  Rural 
Electrification  Administration  in  August,  1935,  shortly 
after  it  was  organized. 

Q,  MR.  HARVIE:  Is  that  Washington,  D.C.  or  the  State 

of  Washington  ? 

A  Washington,  D.C.  During  this  period  I  was  essentially 
responsible  for  the  recommendation  of  rate  policies 
and  their  implementation.  I  became  Chief  of  the  Rate 
Division  of  this  Administration,  in  which  capacity  I 
continued  until  December',  1937,  when  I  joined  the  staff 
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of  the  Federal  Power  Commission. 

I  joined  the  staff  of  the  Federal  Power 
Commission  with  the  title  of  Principal  Engineer,  in 
December  1937,  and  in  February,  1938,  was  made  Acting 
Chief  of  their  Division  of  Rates  and  Statistics. 

Shortly  thereafter  I  became  Chief  of  this  Division, 
which  position  I  occupied  continuously  for  almost  seven 
years  until  '  January  1st,  1945.  In  this  position  I  had 
responsible  charge  for  the  direction  and  supervision  of 
the  Commission’s  activities  involving  engineering  and 
rates  for  both  electric  and  natural  gas  companies.  This 
included  a  review  of  all  gas  and  electric  rate  contracts 
filed  with  the  Commission,  and  the  making  of  recommend¬ 
ations  thereon  to  the  Commission.  It  included  the 
supervision  of  all  engineering  and  rate  phases  involved 
in  all  formal  gas  and  electric  investigations  of  the 
Commission,  and  the  recommendation  of  the  principles 
and  policies  to  be  followed  by  the  staff  in  such  work. 
This  included  the  principles  followed  in  practically 
all  of  the  cost  allocations  presented  by  the  staff  of 
the  Commission  in  natural  gas  rate  cases,  as  well  as 
the  determination  of  service  lives  principles  in 
respect  to  depreciation,  rates, and  related  engineering 
and  rate  matters. 

Commencing  in  June,  1938,  with  the  passage 
of  The  Natural  Gas  Act,  well  over  50$  and  perhaps  as 
much  as  70$  of  my  time  was  spent  on  natural  gas  matters. 
Prior  to  this  time  the  Federal  Power  Commission  had  no 
jurisdiction  over  natural  gas  companies.  It  became 
necessary  with  the  passage  of  The  Natural  Gas  Act,  for 
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the  Commission  to  institute  from  the  beginning  prin 
oiples  and  policies  to  be  followed  in  its  administration 
of  this  Act.  X  participated  in  the  determination  of 
and  the  making  of  recommendations  of  many  of  the  prm- 
#  ciples  and  policies  subsequently  adopted  by  the 

Commission  in  the  administration  of  The  Natural  Gas 

Act . 

On  January  1st,  1945,  I  left  the  Commission 
to  join  the  firm  of  consultants,  of  E.  Holley  Poe  and 
Associates,  as  an  Associate.  This  firm  has  offices  in 
New  York  City,  Washington  and  Chicago.  It  is  prin¬ 
cipally  engaged  in  consultation  on  engineering,  rate 
and  management  matters,  dealing  with  gas  and  oil 
companies,  and  to  some  extent  with  electric  utilities. 

&  This  firm  has  been  engaged  by  a  Committee  representing 

the  natural  gas  industry  of  the  United  States  to  pre¬ 
pare  the  industry's  case  for  presentation  to  the 
Federal  Power  Commission  in  connection  with  its  present 
general  investigation  of  the  industry.  The  scope  of 
this  investigation  includes  conservation  matters,  the 
uses  of  natural  gas  and  broad  questions  as  to  the 
regulation  of  the  production,  gathering  and  transport¬ 
ation  and  distribution  of  natural  gas.  The  announced 
purpose  of  the  investigation  is  to  formulate  recommend- 
‘  )  ations  to  the  Congress  of  the  United  States  with 

respect  to  any  necessary  amendments  to  The  Natural 
Gas  Act,  and  to  gather  together  essential  information 
on  the  industry  for  the  Congress.  My  own  responsi¬ 
bilities  in  the  firm  include  supervision  of  most  of 
the  technical  evidence  to  be  gathered,  prepared  and 
introduced  on  behalf  of  the  natural  gas  industry 
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I  would,  like  to  mention  also  that  we  are 
consultants  to  public  as  well  as  private  agencies. -I 
have  been  engaged,  by  both  the  Bonneville  Power  Admin¬ 
istration  and  the  South  Carolina  Public  Service 
Authority,  to  assist  them  on  their  rate  problems. 
VOLUME  51 
H.  Zinder, 

Dir.  Exam,  by  Mr.  McDonald. 

(Page  3993) 

However  the  major  division  of  costs,  where 
the  major  costs  will  be  found  will  be  in  the  two 
categories,  demand  and  volumetric.  Demand  costs  in 
total  are  just  allocated  in  proportion  to  the  respons¬ 
ibility  of  each  of  the  uses  at  the  time  of  peak  load 
and  the  equipment.  In  the  case  of  allocating  compress' 
ion  costs,  repressuring,  as  I  view  it,  indicates  that 
the  full  capacity  of  the  equipment  at  the  time  of  peak 
loads  is  required  for  the  market.  And 'in  such  con¬ 
ditions,  then,  none  of  the  fixed  charges  would  be 
allocated  to  repressuring.  Volumetric  costs  could 
be  allocated  between  these  various  services  to  the 
market  and  repressuring  on  a  straight  per  MCF  basis. 

I  might  add  that  this  basis  of  costs  allocation  is 
that  which  was  used  by  the  Commission  staff  under  my 
direction  almost  without  any  exception.  There  were 
some  refinements  made  with  respect  to  allocating  the 
returns  under  the  Federal  Income  Tax  as  between  the 
demand  and  volumetric  but  the  general  principle  of 
dividing  the  costs  into  the  two  main  categories  and 
allocating  the  demand  cost  in  proportion  to  the  peak 
load  on  the  equipment  is  what  I  have  referred  to.  TT 
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As  “was  pointed  out  by  Mr.  Zinder  the 
formula  outlined  by  him  is  the  one  adopted  in  the  United  States 
for  all  rulings  given  under  authority  of  the  Federal  Power 
Commission.  With  this  background  of  authority  and  being  satis¬ 
fied  that  conditions  in  Turner  Valley  loan  themselves  to  the 
application  of  the  Zinder  formula,  we  recommend  its  acceptance 

to  the  Board, 

Exhibit  140,  that  is  the  last  Exhibit  put 
in  on  behalf  of  the  producers  which  is  the  submission  covering 
allocation  of  repressuring  costs.  As  will  be  seen  by  reference 
to  Exhibit  140  the  principle  outlined  is  to  divide  all  oper¬ 
ating  costs  into  two  categories,  namely  : 

1.  Demand  load. 

2.  Volumetric  load 

Those  expenses  which  are  incidental  to  the 
maximum  load  which  the  equipment  will  be  called  upon  to  meet 
represent  the  'Demand'  factor,  and  include  : 

1.  Amortization  of  Rate  Base. 

2.  Return  on  investment. 

All  costs  so  classified  shculd  be  levied 

against  the  parties  which  require  the  peak  load  servioe  in  the 

proportion  they  require  the  peak  load  capacity. 

During  'offpeak'  periods  the  equipment  is 

in  position  to  supply  additional  services  on  a  basis  of  'off- 
peak'  loads  as  compared  to  the  'demand'  load  requirements. 

Under  this  formula  the  so-called  'offpeak'  load  is  not  charged 
any  part  of  the  'demand'  charges  but  beers  its  full  share  of 

'volumetric'  charges  on  straight  'Volumetric'  basis. 

Consideration  has  been  given  to  each  of  the 

five  stages  of  operations  being  performed  by  British  American 
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Gas  Utilities.  These  are  : 

1,  let  Gas  Gathering,  including  both  High  and  Low 
pressure  lines  and  the  Low  Compressor  Station. 

Originally  in  our  statement,  you  will 
remember,  Mr,  Chairman,  we  suggested  that  the  absorption  plant 
should  not  bear  any  load  of  repressuring  cost.  In  our  revised 
submission  we  are  including  our  share  on  the  basis  of  this 
formula  of  those  costs.  By  doing  so  and  being  the  only  cus¬ 
tomer  who  might  say  get  off  the  line  at  that  stage,  and  that 
all  that  use  it  to  that  stage  use  it  Jointly,  there  is  no 

need  now  for  that  division  into  the  low  compressor  station. 

gathering 

The  low  pressure/ lines  and  the  high  pressure  gatnering 
lines,  they  have  all  been  as  I  say  revised  and  consolidated. 

2.  High  Pressure  Compressor  Station 

3.  High  Pressure  Transmission  line  to  Madison  Scrubber. 

4.  Repressuring  Lines 

Those  are  the  ones  that  run  from  the  high 

compressor  station  to  the  input  wells  and  through  which  the 

B.  A.  Gas  cap  area  is  repressured. 

6.  Water  System  (75 $  only)  of  which  only  75 $  is  included, 

25 fo  being  allocated  otherwise. 

We  strongly  recommend  to  the  Board  that  the 

formula  outlined  by  Mr.  Zinder  should  be  applied  without  reser¬ 
vation  to  each  and  every  stage  in  the  operations. 

For  this  purpose  wo  have  prepared  and 

included  in  Exhibit  184,  pages  7  and  8  statements  showing: 

1.  The  distribution  of  1945  estimated  operating  costs 
using  this  formula  and, 

2.  The  results  of  applying  this  formula  to  the  total  of 
the  10  years’  operations  so  that  the  Board  can  have 
before  it  for  consideration  the  effect  of  such  dis¬ 
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I  think  again,  if  I  may,  Mr*  Chairman,  I  will  read 
my  notes  on  that.  I  do  want  to  deal  with  that  statement  in 
some  detail,  and  I  think  it  would  be  better  after  reading 
my  notes  * 

It  is  suggested  that  the  allocation  of  wet  gas  gathering 
and  compression  costs,  that  in  dealing  with  the  five  phases 
the  Utilities  Company  operations  we  propose  in  our  present 
amended  submission  to  allocate  a  portion  of  all  gathering  and 
low  pressure  compressor  station  charges  to  the  absorption 
plant.  Mr.Donollan  in  his  early  evidence  stated  that  the 
absorption  plant  should  not  be  called  upon  to  carry  any  charge 
of  operations  of  the  low  pressure  compressor  station. 

Hew  over,  having  considered  and  weighed  the  evidonoo 
submitted,  and  having  decided  to  recommend  the  adoption  of 
tho  Zindcr  formula  throughout,  tho  British  American  Has 
Utilities  Company  has  amended  tho  previous  allocation  of  cost 
by  applying,  the  Zindor  formula  to  tho  total  cost  of  gas 
gathering  and ■ compress  ion,  including  in  this  the  cost  of 
operating  the  high  pressure  gas  gathering  linos,  tho  low 
pressure  gas  gathering  linos  and  the  low  pressure  compressor 
station. 

Tho  throughput  of  the  wot  gas  gathering  and  low 
pressure  compression  operations  have  been  based  on  tho  total 
wot  gas  gathered.  The  15 $  estimated  in  volume  of  the  wet  gas 
^thered,  which  is  consumed  by  the  Absorption  Plant  operations, 
is  assessed  against  the  Absorption  Plant  under  the  heading 
Tt Demand  lcadIf. 

That  may  be  explained  by  the  fact  that  no  matter  how 
much  gas  that  goes  to  market  or  downstream  the  absorption 
plant,  it  always  does  require  15$.  The  balance  of  85$  of  the 
demand  load  is  assessed  against  market,  since  the  market  at  peak 
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load  requires  the  full  balance  of  tho  capacity  of  the  equip¬ 
ment*  Therefore  tho  Demand  Load  is  divided  in  tho  proportions 
of: 

Absorption  Plant  -  15$ 

Mar hot  -  85$ 


In  allocating  tho  volumetric  portion  of  tho  expenses 
again  15$  of  those  charges  is  levied  directly  against  tho 
Absorption  Plant  to  covor  gas  consumed  by  it.  As  the  entire 


remaining  85^  is  used  twice 

Firstly  in  the  Absorption  Plant  operations,  and 
then  as  residue  for  Market  on  the  basis  of  market, 
and  Repressuring  34 $,  the  Volumetric  charge  under  the 

formula  is  distributed: 

Absorption  Plant 
Market  66$  of  50$  s 

Repressuring  34$  of  50 $  » 


50 $  of  the  full  charge 

n  t? 


33%  n 


17  $  n 


It 


II 


100$  100$  100$ 


which,  summarized,  the  absorption  plant  pays  half  and  the  market 
and  the  repressuring  between  them  pay  the  other  half  in 
proportion  of  17$  to  33$. 

There  is  a  statement  here  that  might  well  have  bgen 
filed  with  the  others,  Mr*  Chairman,  but  it  wasn 1 1 ,  and  now 
we  would  like  to  submit  it  as  Exhibit  185. 

THE  CHAIRMAN:  Exhibit  185. 


BRITISH  AMERICAN  CAS  UTILITIES  LIMITED 
ESTIMATE  OF  LET  CAS  GATHERED  AND  DISPOS¬ 
ITION  OF  RESIDUE  CAS,  1945  to  1954, 

NO U  MARKED  AS  EXHIBIT  185, 


MR.HARVIE:  That  exhibit,  I  might  say,  has  just 

been  compiled  and  is  an  estimate  of  wet  gas  gathered  and  the 
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disposition  of  tho  residue  gas  through  the  period  1945  to 
1954,  expressed  in  billion  cubic  feet.  It  has  been  compiled 
by  our  engineering  staff  recently,  as  recently  as  June  7th, 
having  taken  advantage  of  present  knowledge  rather  than  guessing 
at  it  when  we  made  our  first  submission. 

It  will  be  seen  from  the  statement,  Exhioit  185, 
that,  in  the  ten-year  period,  it  is  expected  that  there  will 
be  produced  38 *5  billion  cubic  feet  of  dry  or  residue  gas. 
lulic  CHAMBERS:  Does  that  mean  going  to  market,  Mr. 

Harvie? 

MR.HARVIE:  The  next  item  will  cover  that,  Mr. 

Chambers • 

Of  this  amount  25.8  billion  cubic 
feet  is  expected  to  go  to  market  and  12.6  billion  cubic  feet 
will  be  repressured.  During  the  hearing,  Counsel  for  the 
City  advanced  tho  theory  that,  as  all  gas  was  processed  through 
the  Absorption  Plant,  it  should  carry  the  full  cost  of 

delivering  gas  up  to  the  Absorption  Plant. 

Counsel  for  the  Gas  Company  suggested 

that  as  both  the  Absorption  Plant  and  Market  used  the  same 
gas,  in  effect,  twice,  that  the  costs  should  be  divided  as 

f  o  Hows  :  - 

100 

185  to  Absorption  Plant 

85 

185  to  Market 

It  will  be  noted  that,  subject  to  the  refinement  of  charging 
against  ^Depressuring17  its  share  of  the  ^Market  Gas77,  the 
formula  gives  full  effect  to  this  latter  suggestion  in  respect 
to  the  volumetric  feature. 
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Then  on  the 

HIGH  PRESSURE  COMPRESSOR  STATION,  which  is  the  next  unit , - 
As  indicated,  in  the  statement  the  allocation  of  costs 
of  the  High  Pressure  Compressor  Station  have  also  been  divided 
on  the  'lIDomand  and  Volumetric ?T  basis,  as  allocated  to  "ropres- 
suring"  and  "market"  in  their  proper  proportions, 

jmi HIGH  PRESSURE,  TRANSMISSION  _IUNE_ JT }QJ ADISON 

The  costs  of  this  unit  have  also  been  divided  on  the 
same  principle  as  detailed  in  the  statement,  from  which  it 
will  be  noted  that  G.O.R.  is  charged  only  in  respect  to  that 
portion  of  the  line  it  uses  beyond  the  Hartoll  Junction. 

In  my  original  submission,  lip •  Chairman,  we  did  make  the 
proposal  that  the  entire  transmission  line  was  a  joint 
venture,  we  might  say,  for  the  two  accounts,  G.O.R.  and  the 
B.A.  area.  At  the  time  of  considering  the  Zinder  principle, 
in  applying  it  and  analyzing  it,  we  came  to  the  conclusion  that 
the  proper  application  of  that  formula  would  be  to  charge  G.O.R. 
only  that  portion  of  the  line  from  the  Hartell  Junction  to 
Madison,  and  the  allocations  have  been  made  on  that  basis. 

That  is,  instead  of  breaking  this  particular  unit  in  two, 
one  for  that  section  and  the  other  for  the  first  part. 

In  the  case  of  the  transmission  line,  as  vail  be  seen 
from  reference  to  Exhibit  113  B,  it  was  suggested  that  conditions 
of  tho  G.O.R.  operations  wore  such  that  reimbursement  to 
British  An  eric an  Gas  Utilities  should  bo  made  over  a  period  of 
5  years  and  not  10  years.  In  the  meantime,  however,  wo  are 
operating  under  Board  Ordor  No.  9,  which  for  the  interim 
period,  contemplates  a  10  year  period  for  paying  the  share  of 
the  G.O.R.  transmission.  If  the  Board  soos  fit  to 
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allocate  costs  under  this  formula,  Order  No*  9  should  be 
amended  accordingly. 

I  do  not  imagine  that  presents  any  problem. 
REPRESSURING-  LINES 

Here  again  the  same  principle  was  followed.  In 
this  case  the  total  cost,  both  demand  and  volumetric,  has 
been  charged  to  the  repressuring  operation.  It  will  be  remem¬ 
bered  that  it  was  suggested  by  the  Counsel  for  the  City  of 
Calgary  that  no  cost  of  repressuring  should  be  charged  to  the 
Calgary  market.  It  will  be  notGd  from  the  statement  that 
this  suggestion  is  given  full  effect  to  under  the  application 
of  the  Zindor  formula  so  far  as  this  item  is  concerned.  By 
reference  to  the  statement  showing  the  allocation  of  costs 
of  High  Compressor  Station  previously  referred  to,  it  will 
bo  noted  that  the  Calgary  market  also,  under  the  application 
of  this  formula,  is  relieved  of  that  portion  of  the  cost 
of  the  High  Compressor  Station  related  to  repressuring. 

Then  the 
WATER  SYSTEM 

Both  demand  and  volumetric  portions  of  the  operating 
expense  of  the  Water  System  have  been  allocated  75$  to  the 
British  American  Oil  Company  Absorption  Plant  and  25$  to  the 
general  cost  of  operations.  That  is  in  accord  with  the 
evidence  submitted. 

Following  the  routine  just  outlined  we  allocate 
the  total  costs,  $2,466,833.13  for  the  10  year  period,  as 


follows : 


■ 
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(1) 

Absorption  Plant 

§411,544.43 

(2) 

Gr  .  0  •  R  •  GrUS 

45,627.75 

(s) 

Market 

1,749,332.91 

(4) 

Repress uring 

260,328.04 

I  will  doal  with  those  in  the  percentages  and  how  they 
relate  to  each  other  while  reading  from  the  statement. 

But  it  is  to  be  noted  that  the  total  cost  to  market  of 
§1,749,332.91  related  to  the  M.C.F.  cost  per  unit  of  field 
sales  to  market  for  the  10  year  period  is  1*15  oents.  Assumin 
our  estimates  of  the  Cost  of  Hearing  and  the  Deficit  on 
Operations  to  date  are  reasonably  accurate,  this  unit  cost 
would  be  increased  to  1.27  cents. 

Both  these  figures  of  1*15#  and  1.270  are  thG 
average  figure  over  the  10  yoar  period.  In  fact  they  vary 
from  1.610  in  1945  to  .870  in  1954.  We  believe  that  an 
average  1-1/30  would  be  an  appropriate  figure  to  use  in  the 
preliminary  computati ons . 

This  means  that  there  will  only  need  to  be  added 
1-1/30  to  Madison  fs  unit  cost  »f  gas,  sold  to  market  to 
pay  all  the  costs  of  the  B.A.  Utility  that  is  charged  to 
market  over  the  full  10  year  period. 

It  will  be  noted  that  we  have  charged  certain  of 
the  operating  expenses  to  "market”  and  to  "repressuring". 

"Market",  in  this  case,  includes  all  scrubbed  gas 
sold  by  Madison  to  both  the  Calgary  market  and  others. 

There  has  been  suggestions  that  some  or  all  of  the 
following  parties  should  pay  for  "repressuring"  costs. 

First,  it  has  been  suggested  that  the  crude  producers 
should  carry  it  all.  Others  hav6  suggested  that  it  should 
be  borne  by  the  crude  and  the  gas  cap  well  producers.  And 
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others  have  suggested  that  it  should  be  borne  entirely  by 
the  market. 

If  the  Board  should  decide  that  the  expense 
should  be  charged  to  the  Market  on  the  grounds  that  it 
increases  the  reserve  available  to  the  City,  then,  according 
to  our  estimates,  there  would  bo  an  additional  charge  of  .20 
or  l/5th  of  a  cent  per  unit  to  be  added  to  the  price  of  gas 
marketed*  which  is  approximately  an  over -all  cost  on  the  basis 
of  our  estimates  of  a  oont  and  a  half  that  would  be  charged  on 
the  market  price  of  gas  sold  by  Madison  to  the  Madison  market. 

Now,  we  might  take  a  look  at  Exhibit  184,  pages  8 
and  9.  You  will  note  that  it  is  the  proposed  allocation  of 
costs  of  operations  for  the  year  1945  only,  but  it  is  illus¬ 
trative,  both  in  principle  and  with  some  degree  of  accuracy, 
how  it  could  bo  used,  I  think,  for  the  remaining  periods  if 
this  principle  should  be  adopted*  The  first  item  is  the 
estimated  cost  of  gathering  gas,  including  the  cost  of  com¬ 
pressing,  the  cost  of  gathering  and  compressing  low  pressure 
gas.  It  will  be  noted  that  under  the  heading  "Total",  the 
total  cost  of  this  unit  operation  of  gathering  gas  from  the 
low  pressure  station  was  $159, 660.94  in  the  year  1945,  and 
that  of  that  the  operating  expenses  were  $34,552.84,  which 
is  an  item  that  goes  entirely  under  tho  "volumetric"  column, 
and  you  will  note  that  it  is  in  place  there. 


(Go  to  page  6876  ) 
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The  next  is  the  administration  of 
§6,304.00,  which  also  is  placed  in  the  volumetric  column. 
Then  the  amortization  of  §54,379.10  which  is  placed 

entirely  in  the  Demand  column  and  then . 

MR.  CHAMBERS:  Would  you  mind  me  interjecting  just 

to  clear  up  a  matter  that  I  might  think  important.  This 
amortization  denominator  is  that  the  25  million  that  you 
show'  on  this  Exhibit  185? 


MR.  HARVIE: 


The  denominator  in  each  of  these  units 


is  the  throughput  of  the  unit.  In  this  case  it  will  be 
the  throughput  of  the  wet  gas  gathered  and  is  an  entirely 
different  item  than  that  that  goes  to  market. 

MR,  CHAMBERS:  Then  you  do  not  use  one  constant 

denominator  all  the  wqy  through. 


MR.  HARVIE: 
MR.  CHAMBERS : 


Each  unit  has  its  own  denominator. 
The  total  denominator,  is  it  the  38 


or  the  2  5  that  is  sham  in  that  Exhibit  185. 


MR.  HARVIE : 
MR.  STEER: 


MR.  CHAMBERS: 


MR.  STEER: 
there . 


It  might  well  not  be.  It  would  not  be. 
The  wet  -gas  gathered  is  48,2. 


I  s  ee. 


I  suppose  that  would  be  the  denominator 


MR.  HARVIE:  For  the  first  unit,  we  come  to  the 

compressor  station.  The  second  unit,  the  denominato r  would 
be  the  gas  actually  compressed  at  the  high  pressure  station. 
It  would  be  the  same  figure  as  the  wet.  gas  gathered  less 
absorption  shrinkage,  loss  and  flared  downstream  absorption 
plant.  And  the  operating  expenses  or  operating . 
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MR.  CHAMBERS:  Is  the  denominator  for  the  transmission 

lines  from  your  B.A.  Plant  to  the  Madison  Scrubber  the  25 
million  residue  gas  to  market  or  the  38  million  total  residue 


gas? 

• 

MR.  HARVIE: 

You  ar  e 

looking  where? 

MR.  CHAMBERS: 

Exh ib it 

185,  the  3rd  last  column,  25 

million. 

MR.  HARVIE: 

As  far 

as  the  transmission  line  is  con 

earned  the  allocation  for  that  part  of  it,  that  is  from 
the  B.A.  High  Compressor  station  to  the  Hartell  junction,  is 
the  amount  of  gas  that  goes  to  market  and  then  the  B.A.  •  .  . 
MR.  CHAMBERS:  The  25  billion  or  38  billion. 

MR .  HARVIE:  Billion  it  is. 

MR.  CHAMBERS :  That  is  a  point  I  think  is  very  important. 

MR.  HARVIE:  It  is  the  3.278  you  will  find  in  Exhibit 

185.  I  think  generally  spe  dc  ing,  ’.Mr*  Chamber’s . . 

THE  CHAI RMAN :  Your  denominator  will  be  different  for 

each  ye  ar . 

MR.  HARVIE:  For  each  year  and  for  each  unit.  We 

have  in  Exhibit  185  *■  so  shown  and  on  Exhibit  184  we  use  the 
exact  factor  in  each  case. 

THE  CHAIRMAN:  But  on  your  first  item  on  page  8  you 

have  Estimated  Cost  of  Gathering  %t  Gas,  then  your  factor 
for  that  for  this  year  would  be  1.03  would  it? 

MR.  HARVIE:  The  factor  for  wet  gas  gathered  this 

year  is  3.278  billion  which  appears  in. the  7th  column 
of  Exhibit  185, 

MR.  CHAMBERS:  That  is  the  enumerator  is  it  not  and 

25.818  is  the  denominator  is  it  not? 

MR.  HARVIE:  Where  do  you  get  the  25? 
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MR.  CHAMBERS:  Well  the  total. 

MR.  HARVIE:  That  is  the  sum  total  for  the  10  years. 

Now  we  are  dealing  only  on  this  statement  with  volumetric. 

MR.  CHAMBERS:  The  enumerator  is  3.278  and  the  denomin¬ 

ator  is  25 . 818,  is  that  not  rights  in  order  to  get  your 
fra  ct  ion? 

MR.  HARVI.ii :  It  wi  11  be  the  residue  gas  to  market 

plus  the  residue  gas  repressured  at  a  total  of  4.983.  These 
are  the  same  figures  used  under  the  next  item  in  this  point 
we  are  coming  to  in  a  moment  .  so  far  we  have  made  no 
distribution  then  between  the  two  columns,  Demand  and  Vol¬ 
umetric.  In  the  next  phase  we  deal  with  distribution  to 
users  or  consumers  and  there  is  where  your  denominator  and 
your  through-put  factor  come  into  play,  so  under  this 
formula  the  total  cost  is  §159,660.94  which  is  inclusive  of 
all  items  applicable  to  this  unit  and  is  divided  §40,856.84 
in  the  Volumetric  column  and  $118,804.10  under  .Demand,  The 
next  otep  is  Allocation  to  Users.  In  the  left  hsud  column 
under  the  heading  " Allocation  "  you  will  see  (D)  .  (D)  signifies 
demand  or  demand  load.  So  the  Absorption  Plant  as  it 
consumes  in  its  own  operation  15$  is  charged  the  full  15$ 
of  the  demand  load  to  market,  which  again  of  course  is 
divided  later  between  repressuring  and  other  items,  and  is 
charged  the  remaining  85$  of  §100,  983.48  under  the 
Demand  column.  That  disposes  of  the  allocation  of  those 
two  parties  which  are  the  only  two  parties  using  that  line 
up  to  that  point  in  the  manner  indicated.  Then  we  come 
to  the  Absorption  Plant,  that  part  that  does  not  consume 
but  that  uses  on  a  volumetric  basis  and  goes  through  and 
passes  through  to  market,  which  is  85$  in  effect  of  the  gas 
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gatnered  under  Volumetric.  The  Absorption  Plant  consumes 
15/o  and  it  pays  lor  that  outright.  It  is  charged  to  that, 

(  \  That  amount  is  §6128.53  under  the  Volumetric  heading. 

Then  the  Absorption  plant  is  1U  rther  charged  with  50$  of 
the  85$,  or  50$  of  the  remaining  85$,  which  is  42|$  of  100$ 
or  §17,364.16  .  Then  the  repressuring  which  is  17$  of  42-| $, 
of  85$,  ora  total  of  14-g$,  is  charged  ^5924.24.  That  is 
the  Gas  Gathering  costs  of  that  operation  of  the  Gas  through¬ 
put  that  is  ultimately  repressured  in  this  year.  The  market 
similarly  is  charged  with  33$  of  42-|$  or  an  over- all  of  28$ 
undei  Volumetric,  Then  these  are  allocated  as  will  be  shown 
in  the  columns' to  the  right,  "Summaiy  of  Proposed  Allocation 
0  )  of  Costs."  That  means  the  Absorption  Plant  pays  §17,820.62 

for  the  gas,  that  is  the  Demand  factor  of  the  gas  consumed 
by  it.  It  pays  §6,128.53  which  is  the  Volumetric  factor 
of  the  gas  consumed  by  it  and  it  pays  50$  of  the  Volumetric 
factor  or  $17,364.16,  making  a  total  of  $41,313.31.  the 
Absorption  Plant  would  pay  ta/vards  the  cost,  the  over-all 
cost  of  gathering  the  gas  out  of  a  total  of  $159,660.94  which 

is  in  this  particular  case  26$  of  the  total  cost . 

MR.  STEER:  I  do  not  understand  where  these  figures 

of  50$,  17$  and  33$  that  you  speak  of,  of  the  85$  come  from. 

•  MR .  EAR  VIE :  Well  I  will  try  to  see  if  I  can  enlighten 

you. 

MR.  CHAMBERS:  I  was  wondering  the  same  thing  myself 

because  I  do  not  recall  Mr.  Zind  e  r  pu  tting  anything  like 
that  in. 

MR.  HARVIE:  I  will  try  and  explain  it  this  way. 

The  gas  gathered  represents  100$.  That  100$  under  the 
demand  load  is  distributed  15$  to  the  Absorption  Plant, 
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because  it  consumes  it  and  the.  gas  does  not  go  further.  It  is 
the  only  beneficiary  in  respect  of  that  particular  15$.  That 
leaves  85$  that  goes  further.  That  85$  is  divided  in  the 
first  instance  two  ways.  It  is  divided  in  the  first  instance 
between  the  Market  and  the  Absorption  Plant  50-50.  so  50$ 
of  the  85$  is  42-§$. 

MR.  CHAMBERS:  Why  is  that? 

MR.  HARVIE:  Because  that  is  the  application  of  the 

formul  a. 


MR.  STEER:  It  is  not  the  application  of  any  -i£2 

185 

formula . 

MR.  HARVIE:  We  are  now  talking  purely  of  the  Demand 

load.  The  100  fo  imul a?  if  you  wish  to  call  it  that,  is 
185 

applicable  only  to  the  Volumetric  load. 

MR.  STEER:  This  50,  17  and  33,  as  I  read  it,  is 

applicable  to  your  volumetric  suggestion. 

MR.  HARVIE:  To  the  volumetric  but  not  to  the  Dmand. 

The  absorption  plant  pays  100$  of  the  Volumetric  and  100$ 
of  the  Demand  load  in  connection  with  the  15$  that  it  con¬ 
sumes,  it  pays  a  11  th  e  charges  for  the  15$  it  consumes, 
no  matter  what  column  you  put  it  in.  So  that  there  is 
85$  left  and  that  is  divided  again  according  to  the  users 
by  the  Demand  or  Volumetric  application.  I  think  maybe  it 
would  be  a  problem  forme  to  try  and  explain  this  but  I  will 
be  very  glad  and  I  am  sure  Mr.  Donellan  would  be  to  sit  in 
at  any  time  and  go  over  it,  if  he  can  be  of  any  assistance 
in  explaining  it  in  detail.  If,  however,  there  are  any 
other  questions  you  want  to  ask  at  the  present  time,  I  w  ill 
do  my  best  to  answer  them, 

THE  CHAIRMAN:  I  did  not  quite  understand  it,  I  was 
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under  the  impression  that  by  taking  your  figures  with  the 
theory  propounded  by  Mr.  Zinder  th  at  I  would  get  the  result. 
That  is  what  I  was  assuming. 

MR,  HARVIE:  Yes,  I  think  that  is  so. 

MR.  STEER:  Mr.  Zinder  -  I  would  like  to  get  this 

thing  cleai1  -  because  it  is  a  matter  of  some  importance  - 
Mr.  Zinder  did  not  s sy  anything  in  his  evidence  about  t  he 
50  or  17  or  33  per  cent  according  to  my  recollection. 

MR.  HARVIE:  For  the  simple  reason  that  Mr.  Zinder *s 

illustration  was  applicable  only  to  the  repressuring  feature 
of  it  on  which  he  was  making  a  submission  on  behalf  of  the 
Producers.  His  illustration  applied  to  that.  That  is  rather 
an  unfortunate  illustration  because  it  happens  I  think  that 
the  repressuring  cost  is  charged  up  to  one  individual  and 
there  is  no  allocation  of  it. 

MR.  CHAMBERS:  That  is  one  of  the  points  that  I  w  ant 

to  get  clear.  As  I  understand,  Mr.  Harvie  is  not  suggesting 

that  this  is  specifically  what  Mr.  Zinddr  recommended  but  he 
is  taking  what  Mr.  Zinder  said  in  the  record  and  applying  it 
as  he  thinks  is  the  logical  application. 

MR.  HARVIE:  He  never  broke  it  dcw'n  and  this  is  being 

applied'  according  to  the  principles  that  he  recommended,  as  I 

said  in  my  submission  this  morning.  It  might  be  that  while 
we  have  just  used  the  term  repressuring  the  Board,  on  the 
evidence,  will  s^y:  ’’Repressuring ” ,  we  will  change  that  to 
’’Producer”  or  they  might  say  we  will  change  that  to  ’’Market”. 
They  might  well  say  we  will  divide  lit  between  the  two,  which 
would  be  another  allocation  such  as  was  done  by  G.O.R. 
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MR.  STEER:-  What  is  the  significance  of  these  figures 

1.705  thousand  and  3*278  thousand? 

MR.  HAR'VIE:  1,705  thousand  is  that  portion  of  the 

total  throughput  with  reference  to  the  4  billion  that  was 
repressured  in  1945.  There  was  actually  that  went  through 
the  systQri  and  was  repressured  in  the  B.A.  area  that  figure 
of  1,705  million  cubic  feet. 

In  addition  to  that  there  was  repressured 
in  the  Hi#i  Pressure  Station  and  went  to  market  3.278  billion 
and  those  figures  can  all  be  taken  off  and  followed  through 
from  Exhibit  185.  I  think,  Exhibit  185,  if  you  will  just 
put  it  in  front  of  you  it  might  throw  a  little  light  on  this 
very  simple  formula. 

For  the  year  1945  you  will  note  that 
the  net  residue  gas  was,  -  the  last  column  from  the  right,  - 
there  are  4,983  billion  residue  gas  in  that  year.  Of  that 

i 

residue  gas,  3.278  went  to  market  and  that  is  the  factor 
which  you  see  under  ’’Market”  under,  the  last  item  under 
’’Allocation”,  sub-heading  ’’Market”, 

Again  1.705  is  the  gas  which  was  re¬ 
pressured  in  that  year,  which  is  the  same  figure  as  above 
that  of  "Market”  under  the  heading  ’’Repressured”. 

Now  those  are  the  factors  which  have 
been  used  in  dividing  the  cost,  the  volume  which  went  to 
each  use  as  a  factor. 

MR.  CHAMBERS :  But  what  I  would  like  to  know  is,  in 

trying  to  tie  it  into  all  this,  why  did  you  take  50%  of  85% 
for  the  Absorption  Plant  and  then  you  take  the  other  50% 
and  you  alloc  'Vfce  it  as  between  the  17  thousand. 

MR.  HARVIS :  well  in  the  first  instance  there  is  a 
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3-stage  operation  in  the  allocation.  The  allocation  is  an 
allocation  according  to  demand  of  equipment  requirements. 

We  suggest,  and  I  think  there  is  no  doubt  about  .it,  ,  .  . 

MR.  CHAMBERS;  Is  that  the  demand  of  the  market  or  ,  .  . 

MR.  HARVIE:  Ho,  the  demand  is  this  that  if,  if  the 

gas  gathering  line  were  built  solely  for  the  market,  it  could 
be  15$  less  in  capacity  than  it  is, 

THE  CHAIRMAN:  I  wonder  if  we  might  get  it  in  this  way, 

who  prepared  this  statement? 

MR.  HARVIE:  So  we  s  the  demand  factor  of  that  is, 

our  market  was  increased  by  15$  through  the  fact  that  the 
absorption  plant  operation  takes  15$  out  and  requires  that 
at  all  times,  whether  any  goes  to  market  or  whether  it  does 
not.  It  takes  that,  it  is  not  available  for  market  so  the 
total  capital  cost  of  the  installation  is  divided  in  respect 
to  that  peak  requirement  load,  15$  to  the  Absorption  Plant, 

85$  to  this  down-stream,  which  we  call  the  "Market". 

I  am  sorry,  Mr.  Chairman. 

Q  MR.  CHAIRMAN :  Who  prepared  th  e  statement,  Mr.  Harvie? 

MR.  HARVIE:  Mr.  Donellan. 

THE  CHAIRMAN:  I  know  it  is  not  easy  for  we  lawyers  to 

follow  chartered  accountants  any  more  than  it  is  easy  for 
them  to  follow  our  peculiar  methods  and  perhaps  it  would  be 
fairer  to  you  if  Mr.  Donellan  would  tell  us  the  basis  himself. 
MR.  HARVIE:  Would  you  like  to  do  that  now? 

THE  CHAIRMAN :  We  might  as  well  do  it  now,  if  you  can, 

Mr.  Donellan,  and  right  from  where  you  are. 

MR,  DONELLAN:  What  we  started  out  to  do  wgs  to  apply 

the  principles  of  the  Zinder  formula;  not  that  we  were 
trying  to  direct  any  fundamental  principles  of  only  applying 
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and  allocating  the  cost  of  the  gathering  lines  and  the  low 
pressure  costs. 

As  far  as  the  demand  load  is  concerned 
we  had  no  difficulty  in  arriving  at  the  opinion  that  the 
capacity  of  the  line  was  needed  to  meet  the  peak  loads  of 
market  requirements  and  the  demand  load  of  the  line  must 
necessarily  follow  the  application  of  the  formula  and  be 
divided  in  its  end  use;  15 %  of  the  end  use  being  the 

quantity  consumed  in  the  Absorption  Plant  and  85%  in  the 
Mar  k  et . 


When  we  came  to  the  volumetric  section 
we  hesitated.  I  was  very  much  inclined  to  the  opinion  that 
my  original  evidence  before  the  Hearing  was  sound.  However 
giving  further  consideration  and  due  weight  to  the  cross- 
examination  which  I  had  and  realizing  that  our  Absorption 
Plant  was  not  primarily  built  as  a  public  utility  or  to  meet 
public  utility  requirements,  I  thought  that  it  was  a  fair 
application  of  the  principles  of  Mr.  Zinde.r  to  ssy  that  all 
gas  has  a  use  in  getting  the  absorption  product  out »  and  50% 
of  all  charges  should  be  carried  by  the  absorption  plant. 

And  although  that  is  quite  contrary  to  the  very  definite 
evidence  that  I  gave,  we  accepted  it  and  that  50%  of  the 
charges  should  be  otherwise  allocated.  There  was  no 
difficulty  there.  We  went  to  the  general  fo  rumula  to 
determine  what  is  the  ultimate  destination. 

I  absorbed  50%  of  the  charges  in  the 
gathering,  while  the  product  that  came  out  of  the  plant,  - 
take  the  first  year  as  an  example,  we  had  4.983  million 
feet  of  gas  and  the  disposition  of  it  was  3.278  to  the 
market,  1.705  to  repressuring,  so  I  divided  the  remaining 
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sections  of  the  charges  in  that  ratio. 

Is  that  clear’,  Mr.  steer? 

MR.  STEER :  it  is  clear  to  me.  You  simply  take  the 

approximate  50%  should  be  charged  to  the  absorption  plant 
without  basing  it  on  any  figures  at  all. 

MR.  DONeLLAN :  Well  instead  of  going  back,  -  the 

difficulty  with  your  own  formula,  Mr.  steer,  is  that  I  want 
to  maintain  for  the  record  the  fact  that  the  absorption  plant 
is  15%  of  both  demand  and  volumetric.  I  had  no  difficulty 
at  all  in  saying  15%  Volumetric  and  Demand  should  be  borne 
by  the  Absorption  plant  in  respect  to  what  was  consumed. 

Now  then,  what  was  used,  I  say  that  is 


where  I  take  the  50%. 

THE  CHAIRMAN:  Are  you  satisfied,  Mr. 

MR ,  CHAMBERS :  I  am  sati  s  fl  ed  w  i  th  th 


Chambers? 
e  explanation  of 


wh  at  was  done  . 

THE  CHAIRMAN:  oh  yes,  I  realize  there  is  an  implied 

limit  at  ion. 


MR.  HARVIE:  Now  I  think  that  is  a  delightful 

precedent,  Mr.  Chairman,  if  we  get  into  trouble  again,  I 
will  call  on  Mr.  Donellan  in  these  technical  matters  and  I 
thank  you  for  making  the  suggestion. 

MR.  HARVIE:  i  presume  that  is  all  that  can  be 

helpful  that  we  can  do  about  that. 

THE  CHAI RMAN :  The  other  follows  the  same  principle? 

MR.  HARVIE:  Entirely.  I  think  the  number  1  is  the 

comparable  one  because  it  is  by  far  the  most  complicated  in 
view  of  the  way  it  works. 

The  second  is  really  considerably 
simplified  and  when  you  corre  to  the 


repressuring  from  one 
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customer  there  is  nothing  to  it;  whoever  that  customer  may 
be  and  that  customer  • might  be  divided  into  two  or  three  of 


course. 

j 

Then  the  " Price  of  Scrubbed.  Gas#.  ,  .  . 

MR.  STEER: 

Excuse  me  one  moment,  Mr.  Harvie,  you 

said  one  thing,  that  the  total  cost  added  to  the  cost  of 
Madison  gas  delivered  to  market  for  all  B#a.  gas  would  be 


a  cent  and  a  half. 

MR.  HARVIE: 

Yes. 

MR.  STEER: 

Where  does  that  appear? 

MR.  HARVIE: 

That  will  come  in. 

MR.  STEER: 

You  have  not  dealt  with  it  yet? 

MR.  HARVIE: 

j 

Not  yet.  That  will  be  under,  -  it  is 

the  data  from  w  hie  h  th  at  computation  is  made,  Mr.  Steer,  and 
I  should  say,  though,  that  I  have  dealt  with  it  all  that  I 
intend  to,  as  contained  in  pages  4,  5  and  6  of  Exhibit  184 
and 'I  wonder  if  Mr.  Donellan  might  answer  that.  He  has  the 
figures  right  before  him. 

THE  CHAIRMAN:  It  is  a  matter  of  the  total  operating 

costs  for  the  10  year  period. 


MR.  DONELLAN : 

That  is  it . 

Simply  take  page  6  of  the  Exhibit, 

and  you  will  find  that,  for  1945  the  allocation  of  costs. 
The  specific  example  there  is  78.79  for  1945  and  70.92, 
from  page  7.  Divide  that  by  the  throughput  and  it  gives 
you  1.15. 

MR.  STEVENS -GUILLE:  What  throughput  figures? 

MR.  DONELLAN:  The  throughput  of  the  Madison  market. 

THE  CHAIRMAN:  That  would  be  your  25  billion? 


No,  it  is  the  total,  Mr.  Chairman,  the 


MR.  DONELLAN: 
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total  requirement.  Mr,  Harvie  covered  tbat  in  his  r  em  arks  . 


MR.  HARVIE: 

MR.  CHAMBERS : 


That  is  the  4  billion  for  1945. 
16  billion,  is  it  not? 


MR,  DONELLAU  :  16.2.  It  is  the  same  figure  used  in 

your  own  statement,  Mr.  Chambers,  16,149,683,000. 

MR.  HARVIE :  I  might  say,  Mr.  Chairman,  that  Mr.  Don- 

ellan  and  his  associates,  to  my  knowledge,  have  given  this 
whol  e  mat  ter  very  careful  consideration.  As  I  intimated, 
we  thought  it  was  one  of  the  most  contentious  points  that 
we  had  to  deal  with  and  it  was  only  after  careful  consider- 
.  at  ion  of  this  and  all  other  principles  and  weighing  one  as 
against  the  other,  that  this  was  adopted  as  being  the  fairest 
that  had  been  submitted  or  that  we  could  think  of  and  once 
it  was  adopted  we  took  the  attitude  that  having  adopted  it, 
let  the  chips  fall  where  they  may.  Unfortunately  they  fell 
on  the  B.a.  Absorption  Plant  to  the  extent  of  40$  more  than 
what  they  had  suggested,  15  to  26.  On  the  other  hand  even 
after  that,  the  Company  still  says  that  it  thinks  it  is  right 
and  the  same  remarks  apply  to  all  other,  the  allocation  under 
all  the  others. 


(Go  to  page  6888) 
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PRICE  OF  SCRUBBED  GAS 

We  submit  that  the  price  of  scrubbed  gas 
sold  by  Madison  should  be  a  uniform  price  to  all  customers, 
except  to  meet  special  situations  such  as  ”Bow  Island  Re- 
pressuring”  or  some  market  such  as  the  Nitrogen  Plant,  in  which 
latter  cases  these  should  be  dealt  with  separately  on  their 
respective  merits  by  the  Board  from  time  to  time. 

I  jnst  want  to  make  myself  clear  there  that 
generally  speaking  all  Madison  gas,  scrubbed  gas  marketed  by 
Madison  will  be  of  uniform  price  under  special  circumstances 
such  as  Bow  Island  situation  we  will  say,  our  submission 
suggests  that  should  be  dealt  with  separately  on  its  merits. 

If  there  is  some  other  goo*.  market  that  is  economic  and 
desired  by  consumers  which  might  have  the  effect  of  netting 
back  to  them  less  than  that  but  save  them  possibly  the  cost 
of  repressuring  that  can  be  dealt  with  when  we  are  faced  with 
the  situation.  But  to  just  comment  on  the  phase  raised  by  you 
yesterday  Mr.  Chairman,  as  to  whether  a  producer  now  tied 
into  the  system  should  have  any  right  to  withdraw  the  gas 
from  the  system  for  his  own  use  and  benefit.  I  think  our 
viewpoint  is  that  that  again  would  be  treated  as  a  special 
application.  If  it  is  scrubbed  gas  then  there  may  or  may  not 
be  granted  to  him  a  special  price.  if  it  is  scrubbed  gas  he 
wants,  any  price  he  pays  for  it,  that  would  take  that  gas  out 
of  the  total  throughput  of  this  system.  He  would  have 
to  be  charged  with  his  share  of  the  benefits  he  has  derived  or 
will  continue  to  derive,  it  would  be  a  matter  of  the  price, 
not  that  it  could  not  be  sold  elsewhere. 

THE  CHAIRMAN:  And  possibly  the  simpler  way  would  be  to 

make  him  underwrite  his  shsre  of  the  capital  invested. 
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IwR.  HARVIE:  That  would  be  one  way  of  doing  it  which  in 

turn  could  be  related  to  his  unit  use. 

The  scrubbed  gas  market  price  should  he 
computed  by  adding  the  total  of  the  following  unit  prices,  or 
such  of  them  or  such  parts  of  them  as  the  Board  thinks  proper 


to  include  in  the  market  price,  namely  : 

1.  The  total  of  Madison's  unit  cost  of  gas  sold  to  the 
market.  And  there  I  think  it  is  well  tc  point  out 
that  in  Madison's  cost  is  the  total  scrubbing  cost 
of  all  gas  that  goes  to  market  and  in  our  submission 
from  now  on  in  this  connection  we  eliminate  that  from 
our  cost,  or  our  net. 

2.  The  total  of  B.  A.  Utilities  unit  cost  of  its  oper¬ 
ations,  exclusive  of  repressuring,  chargeable  to 
market. 


3.  B.  A.  Utilities  repressuring  charges. 

We  have  segregated,  Mr,  Chairman,  just  so 
that  they  can  bo  dealt  with  separately  should  the  Board  think 
it  proper  to  do  so. 

4.  Well  Head  Price, 

and  the  total  of  these  should  be  the  price  at  which  scrubbed 
gas  is  sold  by  Madison. 


In  the  event  that  there  are  any  special 
prices,  such  as  for  "Bow  Island  Repressured  Gas",  then  an 

adjustment  can  be  made  in  the  average  price  to  cover  such 
sales . 


ii/e  submit  that  in  the  case  you  are  now 
dealing  with  these  are  the  sole  factors  you  should  take  into 
consideration.  I  say  that  knowing  that  I  have  left  out  of 
that  statement  the  other  usual  factor  that  I  think  normally 
is  your  duty  to  consider.  That  other  usual  factor  would 
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under  normal  circumstances  be  as  to  whether  the  purchasers 
have" the  ability  to  pay".  Efforts  were  made  to  have  evidence 
on  this  point  presented  to  the  Board,  but  the  purchasers  of 
the  gas  have  failed  to  supply  this  information. 

¥e  therefore  suggest  that  they  must  now 
take  the  consequences. 

We  believe  the  consequence  is  that  it  is 
the  Board’s  duty  to  set  such  rate  as  the  evidence  before  it 
justifies,  and  under  the  circumstances,  absolutely  ignore  the 
factor  as  to  whether  the  purchasers  of  the  gas  have  or  have 
not  the  ability  to  pay  for  it. 

VALUE  OF  GAS  AT  THE  WELL-HEAD 

We  are  of  the  opinion  that  a  substantial 
wellhead  price  of  gas  should  be  fixed.  That  gas  has,  in  our 
opinion,  undoubtedly  a  commodity  value  and  that  every  endeavour 
should  be  made  to  determine  that  value  and  see  that  the  Pro¬ 
ducers  are  reimbursed  for  the  value  of  the  gas  which  is  produced. 
Attached  to  Exhibit  126  is  a  series  of  schedules  and  charts 

showing  the  value  of  gas  at  the  wellhead  at  various  points  in 
the  United  States. 

THE  CHAIRMAN :  Is  that  Mr.  Zinder's  Exhibit  ? 

MR.  HARVIE:  Yes,  I  think  so. 

I  think  it  is  of  interest  to  very  briefly 
outline  in  a  general  way  the  history  of  natural  gas  in  Alberta, 
to  see  if  we  can  gain  any  useful  information  that  would  be  a 
guide  to  us  in  the  consideration  of  our  present  problems. 

Possibly  the  first  commercial  gas  used  in 
Alberta  was  that  found  in  a  well  drilled  in  East  Calgary,  and 
which  for  years,  and,  in  fact,  still  is  or  is  capable  I  believe, 
of  supplying  gas  in  that  district.  I  have  not  had  the  advantage 
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of  examining  the  records  showing  the  early  gas  operations  from 
this  well. 

Then  we  have  the  rather  hectic  career  of 
natural  gas  in  the  Medicine  Hat  -  Redcliffe  district,  with 
which  you,  Mr.  Chairman,  are  guite  familiar,  and  will  possibly 
agree  with  me  that  we  can  learn  little  from  the  manner  in  which 
it  was  developed  and  used  that  would  be  helpful  to  us  in  deal¬ 
ing  with  our  present  problems. 

Then  the  Bow  Island  -  Foremost  fields,  on 
which  the  original  Calgary  gas  system  was  based,  and  which  was 
the  sole  supplier  to  the  Calgary  system  until  some  25  years 
ago,  when  a  little  gas  from  Turner  Valley  was  first  tied  into 
this  system,  and  which  fields  still  form  part  of  the  system. 

I  am  of  the  opinion  that  the  Bow  Island-Foremos t-Ca lgary  sys¬ 
tem  was  founded  and  operated  on  what  might  be  considered 
reasonably  sound  investment  and  utility  principles,  and 
possibly  we  can  get  some  guidance  from  the  history  of  this 
operation.  It  will  be  remembered  that  in  view  of  the  limited 
known  reserve  from  these  fields,  heavy  industrial  consumption 
was  not  encouraged,  and  that  by  the  early  1920’s  (1921)  a 
somewhat  critical  shortage  of  supply  was  faced,  as  a  result 
of  which  the  then  small  developed  supply  in  Turner  Valley  was 
tied  into  the  system  and  arrangements  made,  by  Agreements 
between  the  Calgary  Gas  Company  and  Royalite  Oil,  for  the  pur¬ 
pose  of  ehcouraging  the  latter  to  carry  on  a  gas  development 
program  in  that  field.  The  Contract  (Exhibit  69)  contained 
the  well  known  provisions  of  granting  Royalite  the  exclusive 
right  to  supply  the  Calgary  market  and  setting  a  price  as  high 
as  13^  for  the  gas  in  the  field.  I  would  not  say  that  it  was 
solely  this  encouragement  that  resulted  in  the  program  from 
which  Royalite  Ho.  4  Well  and  the  present  Turner  Valley  field 
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resulted,  but  I  do  say  at  least,  it  must  be  most  apparent 
that  it  was  a  decided  factor.  True,  it  might  well  be  that 
the  finding  of  naphtha  in  the  gas  encouraged  what  we  now  look 
upon  as  Tr extra vagant  and  wasteful  development"  ,  in  the  Turner 
Valley  field,  but  this  is  aside  from  the  point.  The  fact  is 
tnat  an  enormous  reserve  of  gas  was  developed  in  Turner  Valley, 
which  resulted  in  a  steady  reduction  in  the  field  price  to 
slightly  less  than  7^,  approximately  one-half  of  the  original 
price,  and  allowed  of  granting  every  inducement  to  consumers 
of  all  possible  types  of  consumption  of  the  gas,  which  is  the 
situation  we  found  at  the  time  of  the  passing  of  this  Act. 

I  do  not  know  what,  sir,  I  might  also  say 
there.  So  far  as  I  know  on  the  whole  that  while  the  gas  price 
has  gone  down  in  the  field  from  13^  to  something  now  under  7^, 

I  do  not  know  of  any  increases  in  the  field  prices  that  have 
been  made  in  that  period  if  we  take  the  2^  that  has  been  paid 
to  those  that  have  received  it. 

1HE  CHAIRMAN:  Yes,  I  think  it  is  unfortunate  we  have  not 

a  breakdown  of  the  13^  and  of  the  7fy. 

MR.  HARVIE:  I  would  like  to  have  had  it. 

THE  CHAIRMAN:  It  is  not  available.  At  least  Mr.  Stevens- 

G-uille  did  not  know  of  its  existence.  You  do  not  have  a  break¬ 
down  of  the  7fy  that  is  being  paid  currently  for  gas.  That  is 
how  the  is  made  up  ? 

MR.  HARVIE:  i  might  be  right,  and  if  I  am  not  right, 

probably  Mr.  M0rriron  knows  as  much  about  it  as  any  person, 
but  what  experience  I  have  had  as  an  operator  in  the  field,  I 
know  of  no  other  price  paid  for  production  in  the  field  other 
than  the  2^  one  and  I  think  for  years  there  was  not  even  that 
paid  as  all  the  gas  was  Royalite.  They  had  the  sole  market 
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and  it  was  Just  o^Q  integrated  operation.  It  was  only  when 
they  offered  to  share  part  of  the  market  to  others  in  their 
area  of  the  field  and  said  we  will  do  it  to  the  extent  of  buy¬ 
ing  your  pro  rata  share  of  gas  at  2/  and  delivered. 

THE  CHAIRMAN:  And  on  a  breakdown  they  may  have  been 

getting  three  or  four  ? 

MR.  HARVIE:  Or  ten. 

THE  CHAIRMAN:  For  their  own  gas. 

MR.  HARM IE:  Or  ten  in  those  days  with  high  pressure. 

In  comparatively  recent  years,  as  it  be¬ 
came  apparent  that  this  large  reserve  was  being  depleted 
through  the  manner  in  which  the  field  was  being  operated,  our 
Government  decided  to  take  a  definite  hand  in  the  matter,  which 
resulted  originally  in  the  passing  of  the  various  Conservation 
Acts  and,  finally,  The  Natural  Gas  Utilities  Act,  under  which 
this  Hearing  is  now  taking  place. 

While  I  have  heard  it  said  that  the  so- 
called  wasteful  manner  in  which  the  field  was  being  operated 
can  be  solely  attributed  to  the  selfish  interests  of  the  Pro¬ 
ducers  of  the  wells,  it  must  be  admitted  that  the  Gas  Company 
and  the  City  of  Calgary,  as  well  as  all  other  cities,  towns 
and  municipalities  served  by  the  Calgary  Gas  System,  have 
derived  almost  unbelievable  benefits  through  the  encouragement 
they  have  been  able  to  give  to  the  establishment  of  new 
industries  within  their  boundaries,  through  the  fact  of  being 
able  to  supply  gas  as  a  fuel  and  raw  product  at  prices  so 
exceedingly  reasonable. 

At  least  up  to  the  time  of  the  passing  of 
this  Act  no  other  major  field  has  been  discovered  which  could 
supply  the  reserves  necessary  to  allow  the  Gas  Company  to 
maintain  its  flourishing  position,  and  the  cities,  towns  and 
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municipalities  which  it  furnishes,  the  industries  that  have 
been  established  therein,  in  the  event  that  Turner  Valley 
fa iled. 

This  being  the  case,  can  it  be  said  that 
the  Gas  Company  and  the  City  of  Calgary  and  the  other  munici¬ 
palities,  are  not  deriving  a  tremendous  benefit  through  the 
operation  of  this  Act  by  conserving  for  their  use  that  large 
reserve  that  still  remains  in  the  Turner  Valley  field,  rather 
than  allow  it  to  be  dissipated,  as  these  parties  have  suggested, 
for  the  sole  benefit  of  the  producer.  If  this  is  the  case, 
should  not  these  municipalities  and  the  Company  serving  them, 
in  the  final  analysis,  be  required  to  pay  a  fair  and  reasonable 
price  for  gas  ? 

THE  CHAIRMAN:  It  is  now  twelve  o'clock  Mr,  Harvie. 


MR.  HARVIE: 
THE  CHAIRMAN: 


I  can  finish  this  in  a  very  few  minutes. 
Well  if  you  can. 


(  Go  to  Page  6895  ) 
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The  history  of  the  Edmont on-Viking -Kins e 11a  gas  operation 
is  of  interest f  and,  without  going  into  details,  it  might  be 
said  that,  while  the  Viking -Kins e 11a  gas  fields  are  possibly 
the  best,  in  view  of  their  size,  the  nature  of  its  gas,  the 
aase  and  the  economic  way  in  which  they  can  be  developed  and 
their  location  to  market, its  early  history  might  be  classed 
as  a  failure,  and  it  was  only  through  the  reorganization,  and 
what  I  understand  to  have  been  competent  and  efficient  financing 
and  management  in  comparatively  recent  years,  that  allows  it 
now  to  be  placed  pretty  well  at  the  top  of  the  list  as  a 
profi taole  opera t ion  ior  the  owners ,  even  though  the  citizens 
of  the  Province  as  a  whole  benefit  very  little  from  its  owmer- 
ship  of  the  natural  resources,  the  natural  gas  in  that  field. 

There  are  numerous  other  small  fields  and  gas  services 
throughout  the  Province,  such  as  Wain  wight,  Lloydminster  and 
Vermilion,  whore  I  believe  in  all  cases  a  more  equitable  dis¬ 
tribution  oi  rates  and  benefits  has  beon  put  into  effect  by 
paying  a  reasonable  remuneration  to  the  Producer,  tho  trans¬ 
mission  and  distributing  systems,  and  a  fair  rate  to  the 
consumer.  I  believe  it  is  in  the  interests  of  all  parties 
concerned  that  an  equitable  balance  between  these  various 
interests  should  at  all  times  bo  maintained,  rather  than 
extending  a  benefit  to  one  or  more  at  tho  expense  of  the 
others  . 

I  referred  above  to  some  of  the  lessons  that  we  might 
possioly  learn  from  the  Bow  Island-Foremost -Calgary  G-as  Company 
operation.  For  instance,  I  would  suggest  in  this  connection: 

1.  That  if  it  had  not  been  for  tho  gas  developed  in 
Turner  Valley,  it  is  questionable  whether  Calgary 
would  have  beon  served  with  any  material  amount, 
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if  any,  of  gas  over  a  large  part  of  the  last  £5  years. 

2*  That  it  is  necessary  to  obtain  from  time  to  time  new 
gas  reserves  for  the  Calgary  System  to  maintain  the 
owners  thereof  in  business,  as  well  as  to  maintain 
their  part  of  the  industrial  development  within 
the  municipalities  it  serves,  that  is  dependent  on 
this  natural  resource  as  a  raw  product  or  for  fuel. 

3*  That  the  most  successrul,  if  not  the  only  way  of 
encouraging  development  that  will  c,.rry  the  cost 
of  prospecting  for  and  developing  such  reserves, 
is  by  paying  to  the  pioneers  a  price  such  as  will 

encourage  them  to  take  the  risks  involved* 

.  * 

It  may,  however,  prove  to  be  necessary  to  take  a 
realistic  view  of  conditions  at  present  existing  and  it  may 
be  that  there  would  be  a  comparable  situation  with  regard  to 
payment  of  a  "wellhead  price"  of  say  5^  as  to  that  which 
may  prevent  my  client  from  obtaining  a  Rate  of  Return  which 
the  Board  may  feel  is  fair  and  reasonable.  It  is  suggested 
that  a  similar  procedure  should  be  adopted  in  that  event  as 
was  suggested  in  connection  with  the  Rate  of  Return  to  be 
allowed  to  British 'American  Gas  Utilities  Limited,  under  thes  e 
circumstances*  That  is:  that  the  Board  should  indicate 
what,  in  their  opinion,  is  a  fair  and  reasonable  wellhead 
price  for  gas,  even  if  it  is  necessary  to  modify  the  ordGr, 
and  temporarily  reduce  the  wellhead  price,  and  rule  that 
for  the  immediate  future  it  will  not  be  possible  to  pay  the 
accepted  and  recognized  price  but  that  some  lesser  amount 
may  be  accepted  in  the  meantime.  Such  a  procedure  would 
enable  the  Board  to  authorize  payment  of  the  accepted 
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proper  valuo  if,  as  and  when  tho  operation  of  tho  system 
is  such  as  to  enable  full  payment  to  be  made. 


Until  the  installation  of  tho  Low  Prossuro  Gathering 
System  thoro  was  no  market  for  residue  gas  produced  in  the 
B.A.aroa  and,  therefore,  no  revenue  therefrom  to  the  Producers 
from  this  source* 

The  British  American  Gas  Utilities  Limited  has 
advanced  the  necessary  funds  to  supply  the  capital  and  the 
costs  of  operation  of  the  system  to  date*  Reimbursement  of 
such  out-of-pocket  expenses  must  necessarily  be  a  first  oba rge 
on  the  marketable  gas  which  has  now  got  access  to  market* 

The  benefits  to  other  parties  concerned,  as  covered  earlier 
in  this  argument,  must  be  properly  assessed  and  the  resultant 
value  then  obtained  from  the  consumers  of  gas.  In  the 
event  that  it  is  not  possible  to  so  increase  the  amount  payable 
by  the  consumers  to  meet  the  prior  charges  then  there  seems  to 
be  no  alternative  but  to  postpone  tho  full  rate  of  gas  value 
or  the  wellhead  until  conditions  change,  but  it  is  our  contention 
that  this  is  the  time  to  determine  that  valuation,  oven  if 

it  is  not  possible  to  affect  payment  in  full  for  the  immediate 
future • 


That  is  all  I  have  to  say,  Sir. 

THL  CHAIRMAN:  That,  in  effect,  is  a  suggestion  that 

the  wellhead  price  really  should  be  determined  after  the 
ultimate  result  is  known* 

MR. EAR  VIE :  No,  I  think  not.  I  think  the  well¬ 

head  prices  might  be  well  determined  now* 
illii  CHAIRMAN :  I  have  had  that  suggestion  before, 

Mr*  Ear vie,  and  not  from  you. 


T\/ro 
ivi . 
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EARVIE : 


It  might  possibly  save  another 


inquiry  like  this  at  a  future  date. 
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THE  CHAIRMAN:  I  am  just  won  dering  what  the  Court 

would  say  if  I  did  something  of  that  kind* 

MR. HARVIE:  Well,  that  is  a  feature,  possibly, 

and  the  person  affected  in  the  first  instance  would  be  the 
purchaser  of  the  gas  from  the  Madison.  They  have,  as  required 
under  Section  60  of  the  Act,  certainly  have  had  a  full  and 
complete  opportunity  to  present  their  case# 

MR  CHAMBERS :  Just  bef car  e  we  rose  yesterday 

afternoon  you  referred  to  five  headings,  as  I  take  it,  and 
you  have  dealt  with  four  and  not  the  fifth,  and  that  is  what 
I  am  interested  in,  and  that  is,  "That  all  Utilities  Services 
in  Turner  Valley  supplying  gas  to  the  Calgary  market,  or  the 
Madison  market,  should  be  treated  as  one  unit  and  paid  for 
accordingly,  rather  than  by  individual  units." 

MR .HARVIE:  I  think  I  covered  that  just  in  a 

general  statement  during  my  submission. 

HR .CHAMBERS :  Oh,  I  see. 

MR  .HARVIE:  Mr*  Chairman,  I  wish  to  thank  you 

for  the  courtesies  extended  to  me  during  this  long  Hearing, 
and  during  my  argument. 

THE  CHAIRMAN:  I  also  wish  to  thank  you  for  your 

argument,  Mr  .Harvie.  It  gave  mo  some  ideas  that  were  cer¬ 
tainly  not  in  your-  original  submission,  I  might  say.  We  will 
now  adjourn  to  2  oT clock. 

(The  Hearing  then  adjourned  and  was  resumed  at  2  P.M. ) 
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2JP. 1 Lv  SESSION 


IR .  McDONALD:  Mr .  Chairman,  it  is  not  my  purpose 

in  presenting  argument  on  behalf  of  the  producers  in  Turner 
Valley,  which  I  represent,  to  attempt  an  exhaustive  survey 
of  the  evidence  and  repeat  much  of  the  comment  that  has  been 
made  in  respect  to  the  problems  before  the  Board  by  the 
Counsel  which  have  preceded  me. 

I  will  endeavour,  however,  to  refer 
to  those  parts  of  the  evidence  which  bring  out  the  points 
that  I  think  are  of  importance  in  the  deliberations  of  the 
Board  when  dealing  with  the  interests  of  the  producers.  I 
will  endeavour  also  without  repetition  to  express  the 
conclusions  that  my  clients  have  reached  in  regard  to  the 
various  points  raised  by  Counsel  who  have  already  presented 
argument • 

It  is  obvious,  of  course,  that  the 
interests  of  the  producers  in  this  Hearing  is  that  of  the 
vendor  of  the  commodity  which  is  being  handled  by  the  Utility 
Companies  and  purchased  by  the  consuming  public.  Their 
interest  is  measured  by  the  net  amount  of  money  received 
by  the  producers  for  the  sale  of  the  commodity  which  they 
produce • 

Under  Section  72  of  the  Act,  the 
Board  is  charged  with  determining  a  just  and  reasonable  price 
to  be  paid  for  gas  produced  by  the  producers.  It  is  my 
submission  that  the  Board  has  the  choice  of  determining  the 
just  and  reasonable  price  for  gas  as  and  when  produced  at  the 
well  head  and  then  determining  the  further  prices  as  and  when 
the  gas  has  been  gathered,  as  and  when  it  has  been  scrubbed, 
or  alternatively,  under  Subsection  (f),  the  Board  can  deter- 


.  1~-'  #  e  1 


*■  r 


•  i  .  • .  . 


'.J 


H-3-6 


Argument  by  Hr.  HcDonald. 

-  6900 


mine  the  just  and  reasonable  price  for  gas  at  the  well  head 
and  then  determine  the  just  and  reasonable  prices  to  be  paid 
for  the  services  rendered  by  the  Utilities  actually  handling 
the  gas  in  its  transit  from  the  well  head  tc  the  consumer. 

In  this  case  I  mean  the  G-as  Company  purchasing  at  the  outlet 
of  the  scrubbing  plant  as  the  consumer. 

Primarily  the  interests  of  my  clients  are 
served  by  the  determination  of  the  just  and  reasonable  prico 
at  the  wgII  head,  but  at  the  same  time  the  producers  are 
interested  in  a  just  and  reasonable  price  to  bo  paid  for 
services  of  the  Utilities  because  such  price  fixed  for 
Utilities  may,  and  undoubtedly  will  have  an  effect  upon  the 
just  and  reasonable  price  to  be  fixed  by  the  Board  for  gas 
at  the  well  head,  and  in  addition  the  producer  is  interested 

in  the  use  to  which  the  gas  is  put  and  the  value  thereof  to 

\ 

the  ul t ima t e  oons  urn er • 

Now,  in  my  argument  it  is  my  purpose  to  deal 
with  the  problems  before  the  Board  closely  in  the  following 
order : 

1.  The  Natural  Gas  Utilities  Act, 

2.  The  Reserves. 

3.  The  approach  to  the  problem  of  determining 
the  value  of  gas  at  tie  well  head. 

4.  The  determination  of  the  costs  of  the  services 
rendered  by  the  Utilities  in  transporting 

the  gas,  and  the  allocation  of  such  costs, 

5.  The  just  and  reasonable  price  for  gas  at  the 
well  head  based  on  the  premises  submitted  in 
respect  to  1,  2,  3  and  4. 

And  then  I  intend  to  deal  with  many 
of  the  ancillary  matters  which  arise  and  which  peculiarly 


V 


■■  ■' 

*• 


■ 


> 


V 


f 


« 


er: 


’  " 


. .  •  :- 


; 


•  \  ■ 


. .  v.  * 


* 

•• 


I 


H-3-7 

Argument  by  Ivlr .  IdcDonald. 

-  6901  - 


affect  my  clients,  namely, 

6.  Sharing  position. 

7.  Storage. 

8.  Uniform  price,  that  is  the  price  at  the  well  head. 

9.  And  then  the  matter  of  the  Royalties,  and  any  other 
incidentals  that  might  arise. 

Now  with  regard  to  The  Natural  Gas 

Utilities  Act: 


Throughout  the  course  of  the  Hearing 
reference  has  been  made  *  by  the  Counsel  and  witnesses  to  the 
Act  implying  various  motives  to  the  Legislature  when 
enacting  the  Act.  It  is  not  my  purpose  to  argue  what  the 
motives  of  the  Legislature  were  or  what  the  purpose  and 
intention  of  the  Act  was.  I  do  think  it  is  in  the  interests 
ox  my  clients,  however,  that  I  put  on  record  what  the  apparent 
intention  and  purpose  of  the  Act  is  from  a  reading  of  the  Act, 
and  what  the  facts  were  at  the  time  the  Act  was  passed  and  what 
the  effect  of  the  steps  taken  by  the  Board  under  the  authority 

of  the  Act  have  been,  particularly  upon  the  interest  of  my 
clients  • 


The  operative  part  of  the  A.ct,  if  I 
nay  use  that  term,  is  Part  III,  comprising  Sections  67  to  80 
inclus ive . 


Section  67  contains  a  provision  which 
has  had  a  very  far-reaching  effect  insofar  as  the  producers 
are  concerned.  This  36ction  declares  null  and  void  any 
provision  of  any  contract  exclusive  of  franchises  operative 
within  municipalities  to  the  extent  that  such  contracts 

purport  to  give  the  exclusive  right  to  supply  natural  gas  to 
any  one  party. 
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Subsection  2  gives  the  Board  authority  to  review 
all  contracts  or  arrangements  in  effect  in  any  way  relating 
to  natural  gas,  with  power  to  amend,  alter,  vary  or  nullify 

y 

any  or  all  terms  of  such  contracts,  provided  that  in  no  case 
shall  on  exclusive  right  to  supply  gas  be  conferred  on  any 
party. 

The  above  provision  together  with 
Section  75  which  declares  that  all  pipelines  transporting 
natural  gas  in  any  field  shall  bo  common  purchasers  in 
accordance  with  the  Orders  of  the  Board,  together  with  Section 
7o  providing  that  scrubbing  plants  shall  not  discriminate 
between  any  parties  offering  gas  for  treatment,  all  have  the 
effoot  of  making  any  market  for  any  producer  in  any  field  a 
market  common  to  the  field  in  which  all  producers  in  the  field 
aro  entitled  to  share  in  accordance  with  the  Orders  of  the 
Board. 

I  submit  without  qualification  that 
the  above  provisions  indicate  that  the  primary  purpose  of  the 
Act  was  to  make  effective  the  policy  of  the  Government  that 
the  producers  in  any  field  aro  entitled  to  share  on  an  equal 
basis  in  any  market  available  to  that  field. 

The  evidence  discloses  that  there 

'|  ms  in  0ff6Ct  prior  to  the  enactment  of  the  Act  the  contract 

between  the  Royalite  Company  and  the  Gas  Company  providing 
for  the  oiolasivo  sale  by  the  Royalite  Company  of  gas  produced 
by  it  to  the  Gas  Company,  and  the  exclusive  purchase  by  the  Gas 
Company  as  long  .as  the  Royalite  could  supply  all  gas  required 
by  it,  from  Royalite. 

The  first  effect  of  the  Act  was  to 
break  the  exclusive  provisions  in  this  contract  and  make  avail- 
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able  the  G-as  Company  market  to  all  producers  in  the  Turner 
Valley  field.  To  the  extent  that  the  producers  who  were 
excluded  from  the  sale  of  gas  to  the  Gas  Company  under  the 
terns  of  the  contract  mentioned  are  now  enabled  to  share  a 
part  of  tnat  market,  there  has  been  a  benefit  to  the  producers 
in  tho  field.  To  the  extent  that  the  Royalite  Company  has 
lost  the  immediate  right  to  sell  all  of  the  gas  required 
by  the  ^Gas  Company  to  it,  the  Royalite  Company  has  suffered 
because  of  the  passing  of  tho  Act.  It  can  very  well  be 
that.  Royalite  mas  not  lost  the  sale  of  the  same  amount  of 
gas  it  would  sell  otherwise,  but  that  the  sale  of  its  gas 
has  boon  extended  over  a  greater  number  of  years. 


Now  Sections  68  to  71  inclusive 

provide  the  machinery  whereby  gas  can  be  gathered,  transported 
to  tho  market,  sorubbed,  returned  to  the  formation,  for  tho 
benefit  of  the  producers  and  the  consumers  of  gas.  It  is 
implied  in  those  sections  that  the  service  of  transporting  and 
treating  natural  gas  is  impressed  with  the  obligation  to 
serve  tho  public  in  tho  manner  and  on  the  terms  prescribed 
by  the  Board.  The  effect  of  the  above  Sections,  I  submit, 
is  to  provide  the  machinery  for  conveying  to  market  the  gas 
o±  all  producers  which  tho  Board  should  determine  should 
share  in  the  market.  The  further  effect  of  the  Sections 
is  to  provide  the  machinery  to  oonserve  by  storage  in  the 
underground  formation  such  part  of  the  gas  necessarily 
produced  in  excess  of  market  requirements  from  time  to  time 


for  future  use  by  the  markets  being  served  by  the  gas 
proauoed  in  the  field.  It  follows  further  that  because  of 
the  authority  conferred  on  the  Board  in  the  above  Sections, 
the  Board  is  charged  in  its  discretion  to  use  that  authoUt 
to  effect  conservation  of  natural  gas  as  a  wasting  mtural 
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resource  in  the  manner  and  on  the  terms  the  Board  in  its 
discretion  should  deem  advisable,  and  Dor  this  purpose  also 
the  Board  is  authorized  to  determine  thG  markets  and  apportion 
the  quantities  to  be  delivered  and  sold  from  time  to  time. 

To  this  extent  then,  it  follows  that  the  Act  is  a  conservation 
Act,  and  conservation  is  the  third  purpose  plainly  evident 
from  a  reading  or  the  Act,  the  other  tvo  being  providing  of 
an  open  market,  and,  secondly,  providing  of  facilities  for 

transportation  so  that  there  will  be  no  discriminat ion  in 
marketing. 


Now  it  cannot  be  denied  that  by 
exercising  the  powers  conferred  upon  it  the  Board  must  neces¬ 
sarily  interfere  with  the  plans  of  various  parties.  Benefits 
will  accrue  to  some,  obligations  and  direct  loss  to  others. 

Now,  Section  7£  gives  the  Board  the 
authority  to  fix  and  determine  the  just  and  reasonable 
prices  to  be  paid  for  gas  and  the  services  rendered  pursuant 
to  the  direction  of  the  Board.  The  only  restriction  upon  the 
discretion  of  the  Board  is  that  prices  fixed  shall  be  just 
and  reasonable.  The  words,  therefore,  ITjust  and  reasonable TT 
have  particular  meaning,  and  I  submit  the  effect  to  be  given 
to  them  by  the  Board  is  as  follows: 


Nov/,  Mr  .Chairman,  Mp.  Chambers  dealt 
very  ably  with  the  meaning  of  the  words  "just  and  reasonable" 


and  submitted  the  authorities,  and  I  concur  entirely  with  him 
in  regard  to  them,  but  I  will  put  on  record  the  particular 
meaning  that  appeals  to  me  in  regard  to  those  terms. 

THE  CHAIRMAN:  Are  you  going  to  quote  me  all  those 


volumes  in  front  of  you? 

:.r  .McDonald:  no. 


THE  CHAIRMAN: 


Or  is  that  your  reading  stand? 


p 
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ini.  MCDONALD:  No.  That  is  a  reading  stand  which 

I  am  going  to  use  now,  and  when  I  become  head  of  the  Calgary 

Bar  I  will  purchase  one  and  put  one  up  here  for  use  of 
Counsol. 

MB.  HARRISON:  He  is  resting  his  case  on  that, Sir. 

MR.  Mo DONALD:  Now  the  just  and  roasonablG  pricG, 

lvip.  Chairman,  is  that  price  which  is  just  and  proper  for  the 
vendor  to  obtain  having  regard  to  his  costs,  and  reasonable 
for  the  purchaser  to  pay  having  regard  to  the  value  to  the 

purchaser  of  the  commodity  or  service  received  by  tho 
purchaser • 
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I TPi«  MoDCNALD:  No#  That  is  a  reading  stand  which 

I  am  going  to  use  now,  and  when  I  become  head  of  the  Calgary 
Bar  I  will  purchase  one  and  put  one  up  here  for  use  of 
Counsel# 

MR*  HARRISON:  Ho  is  resting  his  case  on  that, Sir# 

MR#  McDONALD:  Now  the  just  and  reasonable  price, 

Mr#  Chairman,  is  that  price  which  is  just  and  proper  for  the 
vendor  to  obtain  having  regard  to  his  costs,  and  rcasonablo 
for  the  purchaser  to  pay  having  regard  to  tho  value  to  the 
purchaser  of  the  commodity  or  service  received  by  tho 
purchaser . 
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I  do  not  mean  to  imply  by  that  that  the 
cost  should  not  also  be  reasonable. 

THE  CHAIRMAN:  Are  you  suggesting  that  "Just  and 

reasonable”  is  disjunctive? 

MR.  McDONAID:  No,  I  am  suggesting  this?  that  "just" 

is  related  to  cost  and  "reasonable"  is  related  to  value  of 

the  services  so  they  should  be  read . 

THE  CHAIRMAN:  Then  why  did  not  they  say  "Just  or  Reason¬ 

able"  as  the  case  may  be? 

MR,  McDONAID:  No,  they  must  be  just  and  reasonable 

because  you  must  also  be  reasonable  in  your  matter  of  costs. 
THE  CHAIRMAN:  That  is  true  but  aren’t  you  trying  to 

split  them  as  between  two  classes  of  people? 

MR .  MCDONALD  :  Ye  s . 

THE  CHAIRMAN:  Or  two  factors. 

MR.  MCDONALD:  As  I  put  it,  Mr.  Chairman,  what  I  have 

in  mind  is  this,  that  the  cost  of  the  service  as  it  actually 
is  and  as  ascertainable  is  the  minimum  which  should  be 
received  by  the  party  incurring  that  oost.  That  cost,  how¬ 
ever  just  be  measured  with  reason  and  therefore  that  it  is 
just  and  reasonable  cost.  On  the  other  hand,  the  value  of 
the  service  to  the  party  who  is  purchasing  is  the  upjjer 
limit  which  can  be  put  on  the,  or  the  upper  amount  which  the 
party  incurring  the  cost  can  attain.  Between  the  two  lies 
the  area  in  which  the  element  of  profit  to  the  party  providing 
the  service,  be  it  either  commodity  or  actual  service,  and 
thereby  if  the  price  finally  fixed  is  less  than  what  the 
market  will  bear,  as  it  were,  that  is  a  benefit  to  the 
purchaser.  If  it  is  more  than  the  actual  cost  to  the  party 
providing  the  service  then  there  is  the  element  of  profit. 
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That  is  why  I  say  that  in  the  matter  of  the  utility  whose 
costs  are  readily  ascertainable  the  predominant  factor  is 
^  the  question  of  cost  to  which  will  be  added  a  reasonable 

profit.  On  the  other  hand  in  the  case  of  the  Producers, 
where  the  practical  difficulty  of  obtaining  accurate  records 
of  the  cost  of  producing  gas  would  seem  to  indicate  that 
such  factor  should  not  be  relied  upon,  then  the  reasonableness 
of  the  charge  to  the  purchaser  may  become  the  predominant 
factor  in  the  judgment  of  the  Board.  I  particularly  draw 
attention  to  the  provisions  of  Section  72  1(a).  That  is 
the  section,  you  will  recollect,  Mr.  Chairman,  which  gives 
the  Board  authority  to  look  North,  East,  South  and  West  as  *! 

it  were,  to  obtain  a  basis  for  valuing  gas  at  the  wellhead, 
but  .1  again  add  that  the  Board  is  circumscribed  by  the  term 
"just  and  reasonable".  The  Board  is  given  the  widest  dis¬ 
cretion  as  to  method,  factors  to  be  considered  in  arriving  at 
a  price,  but  the  Board  is  still  restricted  to  the  adoption 
by  it  of  a  just  and  reasonable  basis  or  method. 

Now  with  regard  to  the  principles  of  law 
or  natural  justice  within  which  the  Board  must  exercise  its 
jurisdiction,  I  feel  Mr.  Chambers  has  referred  to  practically 
every  aspect  of  the  problem  and  he  has  presented  to  the 
*  Board  a  brief  upon  which  he  sets  out,  I  think,  the  juris¬ 

diction  of  the  Board.  It  is  not  my  intention  to  comment 
further  in  regard  to  that  aspect. 

Now,  Mr.  Chairman,  dea  ling  with  the 
matter  of  reserves.  I  feel  that  the  question  of  reserves 
is  important  for  this  reason,  that  the  reserves  or  figures 
which  represent  the  reserves  are  the  measure  of  a  commodity 
which  my  clients  have  for  sale  and  to  the  Producers  as  a 


T-3-3 


Argument  by  Mr.  McDonald. 


-  6909 


Group,  the  reliance  which  the  Board  has  paid  on  the  estimate 

which  it  has  received  is  important.  My  clients  agree  with 

the  compilation  of  the  reserves  as  fina  lly  w  orked  out  by 

Dr.  Katz  and  which  I  think  is  agreeable  to  all  of  the  parties. 

To  r  ep  e  at  a  gai  n ,  th  e  to  t  als  ar  e : 

B.A.  Area  45.5  billion  cubic  feet 

G.O.R.  Area  20  billion  cubic  feet 

Royalite  Area  reserves 

277  billion  cubic  feet  of 

a  total  of  342.5  billion  cubic  feet  as  of 

January  1st,  1945, 

Now  the  question  of  importance,  I  submit 
is,  is  this  total  of  342.5  billion  cubic  feet  remaining 
reserve  as  of  January  1st,  1945  conservative,  liberal  or  is 
it  a  reasonable  compromise  in  view  of  the  evidence  submitted. 

It  is  my  submission  that  this  figure 
is  neither  unduly  conservative  nor  unduly  liberal.  I  submit 
it  can  be  accepted  as  reasonable  for  all  purposes  of  this 
He  aring . 

I  particularly  submit  that  the  amount  set 
out  by  Dr.  Katz  is  a  reasonable  basis  for  the  Board  to  rely 
upon  to  determine  two  essential  points  affecting  the  utilities 
fo  r  transporting  the  gas,  namely: 

(a)  A  basis  for  establishing  value  on  accrued 
throughput  depreciation  having  relation  to 
past  and  future  production. 

(b)  Determining  the  risk  element  in  the  rate  of 
return  insofar  as  potential  production  is 
concerned,  affecting  return  of  the  investment 
made  by  the  parties  and  their  earnings  thereon. 
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It  is  not  my  intention  at  this  date,  Mr. 
Chairman,  to  deal  with  the  question  of  gas  resources  for  the 
Pro vince  other  than  Turner  Valley.  I  feel  that  when  that 
problem  is  presented  and  there  is  actually  a  potential  or 
prospective  competition  with  Turner  Valley,  then  the  matter 
can  be  dealt  with. 

I  next  pas  s  to  t  he 

DETBKM  INA.T  I  ON  OF  THE  VALUE  OF  GAS  AT  THE  WELL  HEAD : 

This  is  what  I  described  a  few  minutes  ago 
as  the  approcah  to  the  problem. 

As  mentioned  in  my  opening,  the  Board  is 
charged  with  the  responsibility  of  determining  the  just  and 
reasonable  price  to  be  paid  for  natural  gas  *as  and  when 
produced  from  the  earth  under  the  provisions  of  Section  72, 
Subsection  1(a)  and  (b)  of  the  Act.  These  sections  must  be 
read  together  with  Subsection  1(a).  Subsection  1(a)  and  (b) 
are  the  subsections  that  confer  the  power  to  fix  the  price 
and  subsection  1(a)  which  is  a  further  subsection  of  section  1 
is  the  one  that  describes  the  means  or  method  that  the  Board 
may  use . 

Duiing  the  course  of  the  Hearing  you, 

Mr.  Chairman,  have  stated  that  you  would  very  much  appreciate 
if  some  witness  could  lay  down  for  you  a  definite  scientific 
formula  upon  which  the  Board  could  base  its  determination  of 
a  jusfc  and  reasonable  price  for  gas  at  the  well  head.  I  take 
it  that  from  these  observations  you  were  desirous  of  ob¬ 
taining  a  formula  which  would  not  require  the  application 
of  judgment  in  the  solution  of  the  problem.  I  quite  agree 
with  your  implied  view  that  you  had  not  received  from  any 
witness  a  scientific  formula  which  would  lead  by  due  process 
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of  application  to  the  determination  of  the  just  and  reason- 
abl  e  price . 

On  the  other  hand,  I  submit  that  there 
has  been  laid  down  in  evidence  before  the  Board  sound 
principles  which  may  serve  as  a  basis  upon  which  the  Board 

can  form  sound  conclusions  resulting  in  a  just  and  reasonable 
pr  ic  e . 


Now  four  witnesses  were  exanined  with 
respect  to  this  point.  Two  of  them  made  submissions  in 
writing  with  respect  to  the  problem  and  two  of  them  expressed 
views  on  cross-examination.  Mr.  Zinder  and  Mr.  Davis  dealt 
directly  with  the  problem.  Mr.  Hamilton  and  Mr.  S.J.  Davies 
expressed  views  during  cross-examination. 

In  respect  to  the  evidence  given  by  Mr. 
Zinder  I  believe  I  am  expressing  the  views  of  all  who  heard 
him  give  evidence  that  he  made  a  sincere  endeavour  to  be  of 
assistance  to  the  Board  and  to  all  parties.  He  showed  that 
when  presented  with  the  problem  he  devoted  the  best  of  his 
energies  and  ability  to  the  consideration  thereof.  He 
undoubtedly  is  a  man  well  qualified  by  his  education  to 
express  an  opinion,  and  fortified  by  many  years  experience 
in  public  utility  work  wi  th  particular  reference  to  determin¬ 
ation  of  rates,  prices  and  values.  Mr.  Zinder  has  wide¬ 
spread  contact  with  many  of  those  interested  in  similar 
problems  to  that  we  have  here,  in  the  United  States,  and  his 
evidence  indicates  he  did  not  hesitate  to  endeavour  to  obtain 
any  viewpoint  which  he  could  express  by  way  of  assistance  to 
the  Board.  It  is  my  submission  that  Mr.  Zinder  *s  evidence 
and  the  views  he  expressed  to  the  Board  should  be  received 
with  the  greatest  of  weight. 
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I  will  deal  with  the  evidence  of  each 
of  the  four  witnesses  as  it  appears  to  me  from  the  record 
and  then  will  summer  ize  what  I  think  the  result  is  and  what 
^  the  Board  should  follow.  Dealing  first  with  Mr.  Zinder, 

Mr.  Zinder  in  his  Brief  filed  and  marked  Exhibit  126,  con¬ 
siders  the  different  approaches  to  the  problem  of  fixing 
the  price  of  gas  at  the  well  head.  He  differentiates  between 
na  ^ural  gas  as  a  commod  ity  and  natural  gas  as  a  manufactured 
product,  subject  to  utility  regulation  in  the  same  manner  as 
electricity  and  water.  (Volume  51,  Page  3955). 

Mr.  Zinder  points  out  that  the  field 
price  fbr  natural  gas  must  not  only  be  adequate  to  care  for 
a  reasonable  proportion  of  the  costs  incurred  by  the  producer 
%  in  respect  to  Ihe  wells  from  which  the  gas  is  presently  being 

produced  but  sufficiently  attractive  to  encourage  development 
of  additional  fields.  (Volume  51,  page  3952.) 

That  is  the  point  which  Mr,  Harvie  dealt 
with  this  morning  and  I  concur  in  his  presentation  in 
respect  to  that  particular  point.  In  other  words,  gas  should 
have  a  value  which  will  mean  that  in  the  future  there  will  be 
a  continuous  search  therefor  so  that  as  present  resources 
depreciate  and  are  depleted  new  fields  will  come  into  pro¬ 
duction,  Now  Mr.  Zinder  refers  to  the  competitive  use  of  gas 
i  as  between  use  for  heating  and  use  for  manufacturing  hydro¬ 

carbon  products.  (Volume  51,  Page  3955). 

As  contrasted  to  the  cost  approach  which 
he  does  not  advocate,  Mr,  Zinder  points  out  that  the  tendency 
now  is  for  those  studying  the  subject  to  determine  the  price 
of  gas  at  the  well  head  upon  the  intrinsic  value  of  the  gas, 
that  is,  the  value  of  the  gas  in  relation  to  its  use  to 
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society  which  in  turn  is  measured  in  terms  of  its  use  Qs  a 
fuel  in  relation  to  other  fuels,  and  in  terms  of  its  use  as 

ft 

a  commodity.  He  continues  to  point  out  there  are  other 
factors  which  lead  many  to  considor  natural  gas  as  a 
superior  fuel  in  many  respects,  which  adds  to  the  value  of 
natural  gas  over  and  above  its  comparative  value  on  a 
strictly  fuel  basis. 
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Mp.Zindor  refers  to  tho  opinion  oxpressod  by  the 
Chairman  of  tho  Kansas  Conservation  Commission,  and  I  think 
it  would  bo  well  to  bring  to  your  attention  what  Mr • Zin dor 
thoro  said.  It  is  Volume  51,  Pages  3960  and  3961j  Mr. 
Zindor  stated: 

Tr  Since  this  calculation  is  not  submitted  as  an 

actual  determination  for  purposes  of  recommending  a 

specific  wellhead  price,  but  rather  as  illustrative 

of  the  result  that  might  be  obtained  from  a  cost 

ap proach,  Mr.  HamiitonTs  figures  are  accepted  without 

question.  They  are  accepted  without  question  for 

the  purposes  of  this  calculation.  The  calculation 

is  based  -upon  the  60  wholly  owned  gas  cap  wells 

* 

of  Royalite  Oil  Company  Limited,  which  were  selected 
by  Mr*  Hamilton  in  his  statement  Part  9.  I  will 

take  up  the  discussion  of  this  and  other  calculations 
shortly. 

In  the  absence  of  a  cost  yardstick  it  becomes 
necessary  to  plaoe  a  value  directly  on  natural  gas 
at  the  well  head.  I  would  like  to  insert  at  this 
point,  as  I  stated  previously  there  is  a  growing 
conviction  on  the  part  of  many  dealing  with  the 
problem  of  the  price  of  natural  gas  at  the  well, 
that  such  gas  has  an  intrinsic  value.  For  example, 
in  a  recent  hearing  before  the  Federal  Power  Com¬ 
mission  in  connection  with  its  general  investigation 
of  the  natural  gas  industry,  its  docket  number  G-580, 
-which  was  held  at  Kansas  City  on  September  18th,  the 
Honour- able  Richard  B.  McEntire,  Chairman  of  the  Kansas 
Commiss ion>  testified  to  the  fact  that  in  his  opinion 
and  in  tho  opinion  or  the  Kansas  Commission,  tho  price 
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Trof  natural  gas  at  the  well  should  be  based  not 
upon  any  oost  theories  and  usual  regulatory 
principles,  but  rather  upon  the  intrinsic  value  of 
^  the  £as*  1  mention  this  testimony  which  was  given 

subsequent  to  this  submission,  as  it  is  substantially 
in  accordance  with  the  principles  which  have  been 
outlined  in  this  submission, 1 

and  he  was  referring  to  his  own  exhibit,  Mr-  Chairman. 

"Since  this  is  the  position  of  a  State  Commission 
which  has  both  regulatory  and  conservation  jurisdiction 
over  a  substantial  portion  of  the  total  natural  gas 
reserves  of  the  United  States,  it  is  ray  opinion  that 
,  it  carries  more  than  ordinary  weight.  In  fact  Mr. 

McEnt ire  credits  a  great  deal  of  the  past  wasteful 
use  of  natural  gas  to  the  fact  that  it  previously 
had  not  been  properly  valued  and  the  prices  offered 
and  paid  for  such  gas  in  the  field  were  too  low  to 
warrant  it  being  conserved. 

When  I  speak  of  intrinsic  value,  I  mean  the 
value  of  the  gas  in  relation  to  its  use  to  society', 

and  then  X  have  already  stated  his  position. 

t  -'-n  his  submission  Mr.  Zinder  mentions  there 

has  not  been  in  the  past  a  freemarket  either  as  to  supply 
or  demand  for  gas  sold  in  Turner  Valley.  This  argument  is 
based  on  the  record.  We  have  the  contract  inevidenoe 
between  the  Gas  Company  and  the  Royalite  Company.  An 
exclusive  oontract  in  respect  to  both  parties.  From 
1921  to  1944  for  all  practical  purposes  the  only  marketfi 
open  for  gas  in  Turner  Valley  was  the  exclusive  property 
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of  the  Royal  it  e  Company.  (Volume  51*  page  3963,) 

I  mention  that  with  regard  to  the  question 
of  the  2  cents  being  paid  by  the  Royalite  Company  to  other 
producers  for  gas  delivered  to  them.  Mr,  Harvio  dealt  with 
that  this  morning  and  I  agree  with  his  submission  there,  that 
that  2  cents  may  or  may  not  represent  the  value  of  that 
particular  gas  at  that  time.  The  value  might  have  been  much 
more  as  far  as  the  Royalite  Company  is  concerned,  in  respect 
to  its  own  gas  used,  but  we  have  evidence  of  that  now  and 
thcref'ore  I  submit  we  are  in  a  position  now  to  start  anew  to 
establish  the  value  on  what  evidence  we  have  at  this  Hearing, 
without  regard  to  what  transpired  up  to  1944  and  the  passage 
of  this  Act, 

THE  CHAIRMAN:  Except  I  suppose  the  historical  price 

fright  be  a  ground  upon  which  the  Board  might  base  some 
conclusion, 

MR.  MCDONALD:  Yes.  I  am  afraid  that  the  Board  is 

entitled  to  look  backward  as  well  as  forward  and  history  has 
a  bearing  on  almost  anything  which  occurs  in  this  life  and 
age  but  I  point  out  again  that  the  uncertainties  arising  out 
of  that  exclusive  contract  and  the  possible  advantages  to 
the  Royalite  Company,  incidental  entirely  to  the  gas  business, 
if  there  were  any,  and  I  do  not  know  of  any,  and  the  value  of 
the  exclusive  contract  itself,  all  should  have  some  effect 
on  that  price  and  I  submit  most  sincerely  that  2  cents 
represents  nothing  but  a  statement  to  the  producer  in 
Turner  Valley  "If  you  want  to  give  us  your  gas  we  will  take 
it  at  2  cents.  If  you  do  not  give  it,  we  will  supply  it 
out  of  our  own  resources."  It  is  a  "if  we  take  it"  propo¬ 
sition  and  I  say  there  is  not  a  bargaining  aspect  in  the 
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fixing  of  that  price,  even  although  there  is  no  real  value  to 
it  and  in  looking  back  and  looking  at  it  as  a  historical  price, 
the  Board  should  take  that  into  account.  If  it  was  based  on 
open  competition,  if  there  was  some  other  market  to  which 
that  gas  could  be  delivered,  then  the  historical  aspect  might 
be ^ of  some  value  but  otherwise  I  submit  there  is  no  force  to 
it, 


Then  Mr.  Zinder  points  out  in  his 
Exhibit  126  that  it  is  generally  recognized  the  upper  limit 
of  any  price  is  the  value  of  the  service  or  commodity.  Thus, 
the  value  of  the  natural  gas  to  the  ultimate  consumer  deter¬ 
mines  the  maximum  amount  of  sales  price  that  can  be  made 
available  for  distribution  between  the  various  parties  con- 
tributing  to  the  service  rendered,  including  the  distribution 
utility  which  absorbs  the  largest  portion  of  the  total  cost 
of  rendering  the  service.  (Volume  51,  Page  3966.) 

What  I  mean  by  "dist  ri  but  ion",  Mr.  Chairman, 
is  that  the  handling  of  gas  is  roughly  divided  into  three 
categories.  There  is  the  field  gathering,  there  is  the  trans¬ 
mission  from  the  gathering  point  in  the  field  to  the  dispersal 
point  of  the  distribution  systan  which  is  the  third  category. 

In  other  words,  the  field  lines  comprise  one  class  of  the 
company Ts  transmission  lines  from  Turner  Valley  to  Bow  Island 
and  to  the  outskirts  of  the  various  cities  where  they  deliver 
the  gas.  The  distribution  system  is  the  lines  which  run 
through  the  streets  of  the  various  towns  and  cities  and  it 
may  be  that  the  largest  portion  of  the  total  cost  of  handling 
the  gas  is  absorbed  in  the  distribution  to  the  ultimate  con¬ 
sumer. 


Now  Mr.  Zinder,  in  dealing  with  the  matter, 
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gaTO  some  consideration  to  the  question  of  the  cost  of  pro¬ 
ducing  gas  in  Turner  Valley.  He  based  his  statement  and  his 
calculations  upon  calculations  made  by  Mr.  Hamilton  as  to  the 
investment  by  the  Royal  it  e  Company  in  60  wholly  owned  gas  wells 

Mow  these  statements  are  set  out  in  Part 
IX  Of  Exhibit  124,  that  is  a  n  exhibit  filed  by  Mr.  Hamilton. 

Mj. •  binder  used  the  calculation  of  invest¬ 
ment  set  out  by  Mr.  Hamilton,  namely,  the  original  oost  of 
^6,300,000.00,  for  the  60  wells  in  question,  reduced  by  the 

application  of  accrued  throughput  depreciation  fbimula  to 
^2, 256, 820. 00. 

This  evidence  is  set  out,  Mr.  Chairman, 
in  Volume  51,  page  3970. 

The  result  obtained  by  Mr.  Zinder  shows 
that  the  average  cost  per  m.c.  f.  of  the  gas  produced  by  the 
gas  cap  wells,  namely  the  60  wells  in  question,  in  1943, 
was  11,2  cents,  on  the  basis  of  an  8 $  assumed  rate  of  return, 
the  &f0  to  be  earned  on  the  amount  of  ^2, 256,820.00. 

Mr.  Zinder  made  iurther  calculations  in 
which  he  took  the  fixed  price  for  gas  at  5  cents  and  applied 
that  to  the  costs  information  set  out  by  Mr.  Hamilton  and  he 
finds  that  the  rate  of  return  earned  in  respect  to  the  60 

wells  in  194  3,  crediting  5  cents  as  the  price  of  gas,  would 
be  2.n$. 

Jbr  the  purpose  of  illustrating  the 
value  of  gas  on  a  cost  basis  produced  from  crude  wells,  Mr. 

Zinder  used  the  B.T.U.  value  of  the  gas  and  oil  as  a  common 
denominator  and  his  calculations  showed  that  the  average  cost 
of  gas  per  m.c.  f.  in  1943  on  the  basis  of  gas  sold  from  the 
crude  wells  was  17.64  cents.  Using  the  same  calculations 
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■with  regard  to  the  gas  cap  wells,  that  is  the  60  gas  cap 
wells,  the  average  cost  was  36.02  cents.  That  is  found 
in  Volume  51,  page  3969, 


New  Mr.  Zinder’s  calculation  produced 
very  much  the  same  result  as  achieved  by  Mr.  Hamilton.  In 
Statement  WH-64  Mr.  Hamilton  shows  definitely  that  it  takes 
more  than  5  cents  per  m,  c.f.  at  a  production  of  1,000,000 
m.c.f.  per  year  to  get  any  operating  profit  whatever  from 
the  operation  of  the  60  wells  with  which  he  was  dealing, 
that  is  before  allowance  for  any  return  on  the  investment. 

In  accordance  with  Mr.  Hamilton’s  repeated  s  tat  orients  as  to 
fundamental  principles  the  producer  should  have  something 
in  addition  to  costs  in  order  to  warrant  his  continuing 
production.  This  would  indicate  something  in  excess  of  5  cents 
at  that  level  of  production,  namely  1,000,000  m.c.f.  a  year, 
or  a  price  in  excess  of  3  cents  at  a  production  level  of 
2,000,000  m.c.f.  per  year  should  be  obtained.  In  other  words, 
on  the  two  calculations  as  to  costs  which  have  been  submitted 
in  evidence,  there  is  an  indication  of  real  value  of  gas. 

Mr.  Zinder’s  calculation,  which  I  submit  largely  carries 
through  Mr.  Hamilton’s  ascertainment  of  the  cost,  that  shows 
that  this  minimum  price  for  the  Gas  Cap  well  is  11.2  cents 
per  m.c.f.  on  a  basis  of  an  Q%  return. 

THE  CHAIRMAN :  And  that  is  after  crediting  naptha, 

was  it? 


MR.  MCDONALD: 
THE  CHAIRMAN: 
MTL  MCDONALD: 


after 

Yes, /credi ting  everything. 

And  natural  gasoline? 

And  natural  gasoline. 

I  might  state,  sir,  that  the  memorandum 


which  precedes  schedule  1(a)  of  Exhibit  126  sets  out  fully 
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every  credit,  yes,  the  credit  of  crude  oil  is  taken  into 
account.  The  gasoline  is  taken  into  account,,  before  arriving 
at  the  value  of  the  gas  on  the  cost  basis  and  royalties  and 
%  is  assumed  as  the  proper  rate  of  return.  Allowance  is  made 
for  income  taxes  and  deductions  for  royalties  from  the 
revenue  obtained. 

Now,  Mr.  Zinder,  I  might  refer,  Mr. 
Chairman,  to  pages  3974  and  3976  of  Volume  51,  in  which 
Mr,  Zinder  discusses  in  detail  his  calculations  in  regard 
to  ^  the  production  of  gas  from  the  crude  well  which  shows 
13.66  cents  perm.c.f.  before  a  rate  of  return,  was  earned 
as  be ing  the  cost . 


(Go  to  page  6921) 


{ 


> 


/ 


♦ 


M-3-1  -  2.45  P.M. 

Argument  by  Mr.  McDonald. 


6921 


i 


'  Now  in  his  approach  to  the  problem,  having 
d«alt  with  the  cost  aspect,  which  as  I  stated  before,  Mr. 

Zinder  does  not  advocate  but  which  I  submit  is  of  importance 
to  the  Board,  as  indicating  that  in  dealing  with  this  matter 
the  Board  should  not  go  or  not  set  a  price  which  will  unduly 
affect  or  compel  the  producer  to  actually  produce  gas  at  a 
price  '.vhich  has  no  relation  whatever  to  the  cost. 

THE  CHAIRMAN:  Well  if  I  do  that  Mr.  McDonald,  then  the 

price  which  Mr,  Hamilton  gave  would  have  to  be  the  price  I 

would  have  to  adopt  would  it  not  ? 

# 

MR.  MCDONALD:  No,  Mr.  Chairman,  no.  I  am  extending  Mr. 

Hamilton’s  cost  prices,  actually  applying  them  on  a  proper 
calculation  and  giving  a  reasonable  rate  of  return  on  invest¬ 
ment  and  get  as  high  as  eleven  cents.  Now  I  can  assure  you,  Mr. 
Chairman,  I  am  not  going  to  ask  the  Board  to  set  eleven  cents 
for  the  gas  but  I  do  think  that  is  something  that  should  be 
borne  in  mind  in  arriving  at  the  price  on  the  basis  that  I 
am  going  to  elaborate  on  now  to  a  greater  extent.  I  do  not 
think  it  should  be  disregarded. 

TwE  CHAIRMAN:  Just  what  deduction  should  I  make  from  the 

eleven  cents  and  on  what  basis  ? 

MR.  FENERTY:  Yes,  why  not  eleven  cents  ? 

MR.  MCDONALD:  Because  it  may  be  the  price  which  may  be 

actually  obtained  for  the  commodity  when  it  is  finally  disposed 
of,  maybe  such  that  after  deducting  the  cost  of  transporting 
the  commodity  to  the  ultimate  consumer  there  is  not  enough 
money  to  pay  the  eleven  cents,  but  that  might  be  where  the 
reasonable  side  of  my  argument,  under" Just  and  reasonable" 
comes  in.  In  other  words  there  Is  a  ceiling. 

1HE  CHAIRMAN:  And  that  ceiling  is,  what  the  traffic  will 
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bear,  is  it  not  ? 

MR.  Me DOR ALL :  Yes,  that  is  a  rough  and  ready  statement, 

but  it  is  what  it  is  worth  to  the  consumer.  It  might  be  termed 

what  the  traffic  will  bear,  but  should  be  what  the  consumer 
will  reasonably  pay. 

1HE  CHAIRMAN:  How  shall  I  determine  what  the  traffic 

will  bear  ? 

MR.  MCDONALD:  Well  that  is  what  I  hops  to  outline  to 

you  sir  as  we  go  on.  That  is  the  problem. 

Now  having  disposed  of  the  cost  phase  Mr. 
Zinder  then  comes  to  the  problem  which  you  have  just  mentioned, 
1,Ir'  chairman  and  he  has  gathered  together  in  his  Exhibit  some 
information  which  I  believe,  as  he  set  out  in  his  evidence,  may 

serve  as  guide  posts  to  the  Board  in  arriving  at  a  solution  or 
a  price. 


In  Exhibit  126  Mr.  Zinder  sets  out  in  the 
schedules  attached  thereto  general  information  in  respect  to 
the  trends  of  the  value  of  gas  in  the  United  States.  I  do  not 
pretend  that  the  trends  indicated  have  been  or  will  >Q  reflected 
in  Alberta,  but  they  indicate  generally  an  increasing  value  in 
the  United  States  which  well  may  follow  in  Canada. 

If  you  will  recollect,  sir,  in  his  Schedule 
No.  2,  Mr.  Zinder  set  out  the  average  value  of  natural  gas  at 
the  wells  in  the  United  States  as  reported  by  the  United  States 


Bureau  of  Mines  which  show  the  high  in  1921-2,  11.1^  decreasing 
to  4.5^  in  1940  and  then  an  increase  for  1941-2-3  to  5.2^  and 
he  has  set  out  graphically  the  same  information. 
iHE  CHAIRMAN:  Was  that  for  scrubbed  gas  ? 

MR.  MCDONALD:  No  average  value  of  natural  gas  at  the  well. 

No,  that  statement,  I  submit,  Mr.  Chairman  is  an  over-all 
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statement  of  a  statistical  nature  ‘set  up  by  the  United  States 
Bureau  of  Mines  from  records  received  from  every  type  of  gas 
well  including  scrubbed  gas  and  including  wet  gas  and  all 
depending  upon  the  particular  type  of  sale  made  by  the  Individ 
ual  type  of  company  reporting,  but  because  it  is  such  a  com¬ 
posite  figure  I  submit  it  is  a  fair  trend  and  can  be  looked 
at  from  a  trend  viewpoint. 

In  Schedule  3  Mr.  Zinder  deals  with  field 
prices,  which  raises  the  point  you  have  Just  mentioned.  Again 
I  do  not  pretend  these  prices  are  applicable  here,  but  they  do 
reflect  a  real  well  head  value  to  gas  in  other  areas. 

Their  value  simply  is  that  gas  has  a  sub¬ 
stantial  value,  in  other  words  in  other  areas  and  other  parts 

of  the  country.  Now  Mr.  Zinder  was  closely  examined  in  regard 

to  this  Schedule  and  comment  was  made  by  Mr.  R.  E.  Davis  in 
Exhibit  #148. 

Mr.  Davis  seems  to  make  much  of  the  com- 
parative  price  of  natural  gas  in  the  field  in  the  United  States 
«ith  particular  reference  to  three  companies  -  Tennessee  Gas 
and  Transmission  Company,  United  Gas  Pipe  Line  Company,  and 
Michigan-Wisconsin  Pipe  Line  Company,  I  might  point  out  that 
the  latter  Company  was  not  then  and  is  not  now  even  an  operat¬ 
ing  company.  Mr.  Zinder,  on  the  other  hand,  include*  a  much 
larger  number  of  companies  making  no  effort  to  select  any 
particular  company  but  to  get  the  detailed  Information  for  as 
many  of  the  larger  pipeline  companies  in  the  States  as  was 
publicly  available.  Cross-examination  of  Mr.  Zinder  by  Mr. 

Steer  brought  out  the  fact  that  in  a  number  of  instances  the 
proportion  of  the  gas  purchased  at  the  well  head  represented 
by  the  figures  in  Mr.  Zinder' s  exhibit  was  substantially  in 
excess  of  50f»  and  Just  to  make  it  clear  I  will  read  that  again 
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now  and  that  is  well  head  contrasted  to  gas  gathering  systems. 

Mr.  Davis  did  not  refer  to  these  instances 
and  this  evidence  remains  uncontradicted.  it  is  necessary  to 
Place  this  evidence  in  its  proper  perspective. 

The  point  I  make,  Mr.  Chairman,  is  this, 
that  Mr.  Davis  worked  out  and  unjustifiably  so  a  number  of  ’ 

prices  which  were  definitely  gathered  prices,  but  Mr.  Zinder 
in  putting  in  his  evidence  did  actually  have  and  put  in  detail 
number  of  well  head  prices  prior  to  gathering.  These  points 
not  dealt  with  by  Mr.  Davis  in  proportion  to  a  certain 
extent  substantially  in  excess  of  fifty  items  mentioned.  Mr. 
Zinder  well  head  prices-  represent  well  head  prices.  I 
mention  that  in  order  to  place  his  evidence  in  this  respect 
In  its  proper  perspective  Mr.  Zinder's  evidence  is  Just  another 
guide  post  along  the  way  and  the  record  indicates  as  many 
examples  of  5/  and  5*  and  more  prices  at  the  woll  head  in  the 
States  as  there  are  lower  prices.  In  other  words  the  average 
price  is  higher  than  5*  in  as  many  examples  as  it  is  less. 

Incidentally  it  might  be  pointed  out 
at  this  time,  as  shown  by  the  record,  that  substantially  all 
of  the  gas  purchased  by  the  Tennessee  Company  at  5*  per  m.c.f. 

™aS  0riginally  ^ared  and  wasted  gas.  Here  we  have  a  case  of 
wasted  product  over  night  assuming  a  value  of  5*  per  m.c.f.  and 

the  Board  might  well  take  Judicial  notice  of  the  fact  that 

today  the  Texas  Railroad  Commission,  which  regulates  natural 

gas  m  Texas,  is  directing  about  a  10*  field  price  in  the  near 

future  and  this  also  for  gas  which  is  now  being  flared  as  well 
as  for  gas  from  gas  fields. 

Just  dealing  with  this  point  as  we  have  it 
before  us.  I  asked  Mr.  Davis  how  far  the  pipelines  purchasing 
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the  gas  transported  the  gas  to  the  ultimate  consumer,  and  hs 
mentioned  the  Tennessee  Gas  and  Transmission  Line  1,250  miles 
long.  There  is  a  good  load  factor;  delivers  something  in 
excess  of  200  million  cu.  ft.  a  day.  The  Michigan  Line  about 
1,300  miles  long  has  a  good  load  factor.  The  United  Company 
is  also  very  long  and  has  a  good  industrial  load  factor.  It 
appears  to  me  that  it  is  logical  therefore  that  the  gas  sold 
in  the  field  for  transportation  to  such  distances  must  necess¬ 
arily  be  at  a  lower  price  than  gas  transported  40  to  100  miles 
as  in  this  particular  area. 

how  in  his  Exhibit  126,  Schedule  4,  Mr. 
Zinder  deals  with  values  of  gas  in  depleted  and  declining 
fields.  It  shows  I  submit  what  people  will  pay  for  gas  once 
they  have  formed  a  habit  of  buying  it  and  have  had  it  for  many 
years.  Then  as  to  the  prices  paid  in  the  heart  of  gas  fields. 
They  vary  from  12,/  at  the  wells  in  West  Virginia  to  23,/  at 
the  wells  in  Pennsylvania.  Those  are  the  oldest  gas  wells  I 
believe  in  the  United  States  and  even  though  the  source  of 

supply  is  close  to  the  market,  the  money  paid  or  the  price  is 
substantial . 

Now  Schedule  5  is  informative.  it  is  the 
schedule  in  which  Mr.  Zinder  set  out  a  comparison  between  the 
retail  sales  price  of  gas  in  cities  of  50,000  population  or 
over  in  viiich  some  four  cities  had  a  sales  price  which  was  in 
excess  of  the  current  Calgary  rate.  Now  that  is  informative 
because  it  establishes  this,  that  the  three  cities  which  have 
a  lower  rate  are  cities  that  are  situated  right  in  the  heart 
of  the  gas  fields.  They  were  all  referred  to  by  Mr.  Davis  on 
his  last  appearance  in  the  stand,  namely  Charleston,  Huntington, 
Amarillo  and  Charleston  had  two  rates. 
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Now  the  fact  that  Calgary  prices,  40  miles 
from  the  field,  compare  with  prices  in  cities  of  similar  size 
right  in  the  gas  fields  indicate  that  regardless  of  the  abund¬ 
ant  supply  of  gas  a  substantial  price  is  set  upon  it  even  taking 
into  account  load  factor  and  lack  of  heating  demand. 

(  Go  to  Page  6927  ) 


\ 


•  •  •  V  •  i  '• 


< 


H-4-1  3.00  p.m. 


Argument  by  Mr.  McDonald. 

-  6927  - 

X  submit ,  first,  that  in  Amarillo  and.  Charleston, 
right  in  the  middle  of  the  field,  the  gas  is  transported  a 
very  few  feet,  and  there  is  no  transmission  cost  to  it,  and 
they  are  prepared  to  pay  the  amount  or  approximately  the  same 
amount  as  at  Calgary,  that  there  must  be  a  residual  amount 
of  money  left  in  the  hands  of  the  producer  and  that  gives 
to  that  a  real  value,  and  that  is  what  I  submit  is  indicated 
by  Schedule  5. 

How,  I  have  dealt  with  Exhibit  126. 

THE  CHAXELIAN:  That  is  your  own  conclusion,  Mr  * 

McDonald,  what  conclusions  do  you  draw  from  that  evidence, 

Mp.  McDonald,  apart  from  the  fact  that  gas  is  oi  intrinsic 


value? 


H3.  McDONALD:  Do  you  mean  from  the  schedules  which 

I  have  just  referred  to? 

THE  CHAIRMAN:  Yqs,  supposing  you  were  in  my 

position,  what  conclusion  would  you  draw  from  those  figures? 
HR.  McDONALD:  I  would  draw  this  conclusion,  first, 

that  the  gas  is  not  to  be  given  away.  It  has  a  value. 

THE  CHAIRMAN :  Noll  that  is  agreed. 

MR.  McDONALD:  Yes. 


THE  CHAIRMAN:  That  is  agreed. 

MR.  McDONALD:  And  that  even  if  the  gas  has 

been  sold  where  the  re* is  an  abundance  of  gas,  there  is  an 
exoess  of  production  over  market  demands,  a  substantial 
value  is  still  given  to  the  gas.  It  is  not  treated  as  a 
waste  product,  and  that  is  what  I  referred  to  in  the  price 
fixed  at  Amarillo,  Charleston  and  Huntingdon,  all  prices 
which  are  fixed  by  the  Board  . . 


THE  CHAIRMAN:  Yes,  but  I  wanted  you  to  tell  me, 

Mr.  McDonald,  from  what  branch  of  this  portion  of  this  oase, 
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what  deduction  do  you  personally  draw  as  to  the  proper  well 
head,  price? 

To  be  fixed,  in  Calgary? 

As  a  deduotion  from  that  evidenoe « 

To  be  fixed  in  Calgary? 

Y@s . 

In  town? 

Yes.  I  suppose  that  is  very  unfair, 
ur.  McDonald,  but  that  is  what  you  are  asking  me  to  do. 

MS.  ucDOHALD:  I  h§ve  a  ready  answer,  but  X  want  to 

make  sure  that  I  have  not  overlooked  anything. 

THE  CHAIRMAN:  4nj  +. T 

And  then  I  am  going  to  ask  you  how 

you  arrive  at  your  answer  too. 

HR.  MCDONALD:  That  i «  +  ^ 

iia o  is  tho  problem  too*  I  think 

that  we  can  sum  up  these  schedules,  starting  with  2,  starting 

with  Schedule  2,  regarding  the  average  value  of  the  natural 

gas  at  the  wells,  and  the  field  prices  comprised  in  Schedule 

3,  tho  field  prices  in  Schedule  4,  and  the  city  prices  as 

sot  out  in  Sohodulo  5,  as  indicating  that  thore  is  a  value  to 

the  gas  in  these  other  areas,  and  that  that  valuo  is  fMced  in 

relation  to  tho  demand.  All  of  tho  gas  which  is  referred 

to  m  those  Schedules  is  gas  that  is  actually  sold,  and  even 

applying  all  tho  oosts  of  transmission  to  it,  the  prices  in 

Schedules  2,  3  and  4  leave  in  tho  neighborhood  of  an  average 

of  5  cents  in  United  States  money  to  the  producers. 

Now,  in  some  respects  those  are  gathered  cce  ts, 
the  gathered  oosts  are  still  in  the  5  cents,  but  on  the 

general  average  that  indicates  the  5  cents  is  the  field  price 
for  this  gas  in  the  United  States.  There  is  a  very  large 
area  covered  by  the  companies  referred  to  in  those  schedules, 
and  I  think  for  that  reason  it  can  be  taken  as  indicating  a 
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general  valuo. 


Now,  how  to  apply  that  to  the  Calgary  prices, 
lor  instance,  and  tho  prices  in  the  Turner  Vallny . 

IRjj  CHAIRLAN:  Now  you  are  getting  to  what  I 

want » 


UR.  UcDONALD: 


Ur*  Zinder  mentioned  one  feature  in 


his  evidence,  and  that  was  tho  question  of  pipe  line  facilities 
iron  the  fields  mentioned  reaching  an  area  in  which  there  was 
a  pOosible  market  for  gas  from  this  area  or  this  field,  using 
a s  an  illustration  Winnipeg  served  say  from  an  extension  of 
the  lines  running  from  Minneapolis  from  the  fields  mentioned 
here,  and  the  competitive  points  for  gas  going  West  from 
Alberta  either  from  Turner  Valley  or  fields  competitive  to 
ft.  That  was  ono  aspect. 

Now,  I  do  not  pretend  that  there  is 
any  other  real  .  connoction  between  tho  situation  there  and  the 
Turner  Valley,  but  they  are  put  in,  as  X  mentioned  throughout 
to  indicate  tho  trend  of  tho  value  given  by  Commissions  wh« 
have  much  tho  same  problems  to  doal  with  as  you  hero. 

In  other  words,  iir .Zindor  says  they  may  bo  guidoposts,  they 

may  not  bo  very  tall  ones,  nor  well  lit,  but  they  do  indicate 
somo thing . 

TIM  CHAIRMAN:  I  suppose  it  would  be  possible  to 

get  copies  of  the  judgments  of  those  Boards  that  fixed  those 
prices? 

nn.  MCDONALD:  I  suppose.  Mr.  Zinder ’s  evidence 

does  set  out  that  .e  obtained  the  material  upon  which  he  made 

up  his  schedules  from  the  reports  made  to  the  Federal  Power 
Coromission. 

Now,  with  regard  to  the  Amarillo, 
Charleston  and  Huntingdon  fields,  for  instance,  I  think  it 
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could  be  found  in  the  Public  Utilities  Reports.  Now  as 
to  the  other  companies,  that  might  be  done,  if  you  would 
like  me  to  make  a  search  for  them,  I  will  see  what  I  can 
do  with  regard  to  it. 

THE  CHAIRMAN:  I  would  like  very  much  if  you  would. 

MR. HARVIE :  It  might  be  of  interest,  if  I  might 

interject,  Hr*  Chairman,  I  have  been  informed  that  there  is 


no  power  in  the  States  that  fixes  field  prices  as  such. 

ijR.  IIcD01.rALD:  I  am  not  contending  that  field  prices 

are  set. 

LIR.HARYIE:  And  those  figures  that  are  taken 

by  the  Federal  Power  Commission,  it  is  in  connection  with 
interstate  transportation. 

THE  CHAIRI.IAN:  In  connection  with  interstate  trans¬ 

port  at  ion? 

MR.  HARVIE :  And  your  ^tate  Boards  do  not  attempt 

to  fix  fiold  prices  at  the  well  head. 


THE  CHAIRMAN : 
MR.  HARVIE: 
THE  CHAIRMAN: 
MR.  HARVIE: 


That  is  a  matter  of  agreement. 
I  beg  your  pardon? 

That  is  a  matter  of  agreement. 
Yes  • 


THE  CHAIRM- 


jJ-'j 


And  then  there  is  the  pure  public 


utility  practice. 

MR.  IIcDONALD:  I  think  the  situation  ih  the  United 

States  is  very  similar  to  what  it  has  been  up  to  date,  that  is, 


that  tho  Roy.lite  contract  with  the  Gas  Company  fixed  the.  price 
upon  which  the  public  utility  commission  started  to  build  tha 
ultimate  prico  at  Calgary  to  tho  consumer.  But  I  am  going  to 
point  out  that  carrying  that  back,  there  is  no  commission,  I 
submit  in  tho  United  States  that  goes  behind  that  price, 
and  say  s  there  is  no  value  to  the  yas,  and  that  the  person 
supplying  tint  gas  is  not  entitled  to  a  roasonalbe  return  from 
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it.  That  appeals  to  no  very  -inch  in  regard  to  those 
Huntingdon,  Charleston  and  Amarillo  fields.  There  wo  have 
tremendous  quantities  of  gas  going  to  was to,  and  sold  at  very 
^  low  prices,  and  still  the  residents  of  those  towns  pay  sub¬ 

stantial  prices. 

THE  CHAIRMAN:  Perhaps  the  people  in  Calgary  have 

been  too  well  treated  in  the  past. 

MR.  MeDONALD:  If  I  had  not  adopted  the  attitude 

that  past  days  are  past  days,  I  would  have  argued  that  very 
vchonently.  They  have  been  badly  brought  up  in  giving  the 
producer  a  fair  return  for  that  the  producer  has  invested  in 
the  gas  wells • 

MR.  STEER:  In  his  gas  wells? 

)  MR.  MeDONALD:  In  his  oil  and  gas  wells.  Now, 

I  was  going  to  point  out,  Mr.  Chairman, one  of  the  most 

useful  statements  I  have  heard  made  in  the  whole  Hearing, 

is  that  statement  made  by  Mr .  Hill  at  p.^ge  1781,  in  the 

volume  appearing  in  the  record,  in  which  he  stated  that  the 

value  of  service  to  the  ultimate  consumer  fixed  the  ceiling 

of  prices  which  can  be  charged,  or  the  composite  of  the 

prices  that  could  be  charged.  And  Ur .Tinder  affirmed  that 

statement  on  page  4044.  Mr.  Zinder  agreed  to  that  statement 

that  if  the  return  on  the  investment  should  give  rise  to  a 
P  j  the 

much  greater  charge  than  the  cost  of/service,  such  excess 

proportion  of  the  return  could  not  be  expected  by  the  investing 

oonpany,  or  the  utility  company.  That  is  a  point  mentioned 

by  Mr.  Harvie  this  morning,  in  which  he  suggested  the  matter 

of  levelling  off.  I  mention  that  just  to  indicate  that 

there  is  evidence  on  the  record  in  regard  to  it. 

Now,  Mr .Zinder  was  examined  with 

regard  to  effect  of  regulation  .on  the  value  of  gas.  Ho 
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pointer  out  at  Page  4069  that  restriction  by  regulation  can 
aM  value  to  the  gas,  and  at  the  same  tine  it  is  quite  inpos- 

SlUa  3  StatUt°ry  “aX'k9t  °rsate<i  ^  the  same  regulations  may 
also  add  value  to  the  gas  by  extending  the  market.  In  other 

words,  this  gas  having  come  under  regulation  in  Turner  Valley, 

legislature  definitely  authorizing  this  Board  to  fix 

price,  I  think  it  must  be  taken  as  mandatory  that  the  price 

is  to  be  fixed,  there  must  be  something  of  some  value  given 

to  the  gas.  The  gas  that  may  not  have  been  worth  anything 

prior  to  the  regulation,  by  the  mere  fact  of  the  regulation, 

and  by  the  mere  fact  that  the  market  has  been  found,  has 
obtained  a  value. 

THE  CHAIRI1AN:  r,,.*  , 

Hu,  wr.  Chambers  tells  me  that  I  am 

not  at  liberty  to  say,  having  given  the  matter  the  best  consid¬ 
eration/which  I  am  capable, and  I  fix  the  price  at  X  cents,  he 
sayo  I  cannot  do  that,  and  he  quotes  the  House  of  Lords  as 
an  authority  for  it,  no,  the  Privy  Council.  Now,  do  you 
agree  with  him  I  cannot  do  that ?  I  want  you  to  tell  me  some 

oven  quasi  scientific  methods  whereby  I  can  fix  the  wellhead 
prioe* 


(Go  to  page  6933  ). 
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MR.  McDON.'LD :  Well  that  is  what  I  think, 

MR.  HARVI3:  Go  50-50  'in  the  retail  price  between 

the  Gas  Company  and  the  Producer. 

MR.  MCDONALD:  There  is,  I  think,  some  way  to  fix  this 

price,  that  is  to  give  a  vslu6  to  the  gas  in  the  hands  of 
the  ultimate  consumer  and  work  hack  from  there. 

THR  CHAIRMAN:  I  think  my  problem  is  to  find  away  to 

get  around  Mr.  Chambers'  dictum.  All  right,  Mr.  McDonald. 

MR.  McDonald:  with  respect  to  Mr.  Zinder,  I  may 

summarize  his  evidence  as  follows,  and  this  is  a  statement 
he  made  to  Mr.  Blanchard  at  pages  4226  and  4229,  which  I 
submit  is  at  least  a  guide  of  seme  sort  to  the  Board  and 
establishes  some  principles  on  which  I  think  the  Board  can 
rely.  I  think  first  the  producer  of  a  useful  commodity 
for  which  there  is  a  demand  is  entitled  to  a  fair  price. 

Now  there  is  a  demand  and  there  is  something  that  is  of  use 
to  the  person  who  receives  it,  surely  something  should  he 
paid  to  the  man  who  provides  it.  In  this  case  we  have  gas. 
We  have  somebody  at  one  end  who  produces  it  and  somebody  at 
the  other  end  who  uses  it.  Now  some  price  must  be  fixed. 

Now  certainly  when  under  regulation  so  long  as  the  burner 
tip  price  of  gas  is  lower  than  other  types  o  f  f u  el  presently 
being  furnished,  the  price  of  gas  cannot  be  considered  to  be 
unfair,  -providing  such  price  does  not  result  in  undue  profit 
to  the  primary  producer  in  relation  to  his  investment.  I 
submit  that  is  a  just  and  reasonable  price.  That  under 
regulation  the  well  head  price  must  not  be  such  a  figure 
that  the  price  to  the  ultimate  consumer  will  result  in  an 
impairment  of  the  revenue  and  required -to  return  the 
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investment  of  the  operators  in  the  field  as  well  as  the 
distributors,  together  with  a  fair  rate  of  return  on  their 
investment.  That  is  a  safeguard  for  the  utility  companies 
handling  the  gas.  Then  Mr.  Zindor  returns  to  the  point 
mentioned  by  Mr.  Hill  earlier  in  the  hearing  that  there  should 
be  a  relationship  with  revenue  to  cost  of  service  and  since 
the  cost  of  service  cannot  be  determined  to  the  producer, 
there  must  be  the  value  of  the  service  to  which  other  costs 
are  added.  I  think  that  sums  up  Mr.  Zinder's  evidence  in 
regard  to  the  approach  to  the  problem. 

Dealing  with  this  question  of  waste 
product,  replying  to  Mr.  Chambers  at  p^e  4261,  Mr.  Zinder 
again  takes  the  view  that  regulation  places  a  value  upon 
gas  in  Turner  Valley  but  holds  that  the  fact  it  has  been  u^d 
for  producing  oil  does  not  affect  its  value.  (Volume  54.) 

Waste  is  failure  to  mke  use  of  the  qualities  the  gas  has  and 
he  concurs  that  flaring  is  certainly  wasting  it.  if  it  COsts 

more  to  save  the  gas  than  it  is  worth,  he  would  not  recommend 
the  expenditure  unless  public  policy  requires  it.  Then  the 
problem  is  who  is  to  pay  for  it.  In  controlling  waste  the 
Board  should  insure,  as  far  as  possible,  that  the  parties  who 
put  up  the  money  to  perfotm  the  service  get  reasonable  com¬ 
pensation  foi  it.  Mr.  Zinder  agrees  too  with  the  Board  that 
he  knows  of  no  scientific  or  almost  scientific  basis  on  which 
to  fix  a  well  head  price.  He  believes  the  price  should  be 
®  arMtrary  ons’  defining  arbitrary  as  a  price  fixed  on  a 
formed  judgment  tested  insofar  as  possible  by  reference  to 
as  many  guideposts  as  can  possibly  be  found. 

Dow  i  think,  Mr,  Chairman,  as  I  mentioned 
m  my  opening  in  regard  to  Mr.  Zinder's  evidence,  that  he 
has  done  his  best  to  put  before  you  his  view  and  he 


has  given, 
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I  submit ,  some  points  upon  which  the  Board  can  at  least  start 
to  unravel  the  problem. 

Then  we  come  to  Mr.  R.  E.  Davis,  who  sub¬ 
mitted  Exhibit  148.  Now  with  regard  to  the  evidence  of 

R.  E.  Davis,  I  am  somewhat  puzzled.  Analyzing  his  evidence 
it  appears  that  Mr,  Davis  agrees  with  other  witnesses  first  that 
the  utility  approach  to  the  value  of  gas  is  not  practical. 

And  secondly,  that  natural  gas  has  a  value  at  the  well  and 
thirdly,  that  the  producer  can  expect  to  get  what  his  gas  can 
be  scold  for  in  the  consuming  market  less  the  cost  of  getting 
it  there . 

Now  that  is  what  I  submit  is  a  fair 
summary  of  the  position  taken  by  Mr.  R.  E.  Davis.  Now  in 
spite  of  these  three  principles,  Mr,  Davis  winds  up  with  the 
surprise  recommendation  that  the  price  remain  as  it  is,  namely: 

2  cents  per  m.c.  f.  at  the  well  and  a  7f  cents  at  the  outlet 
of  the  scrubbing  plant.  In  giving  his  reasons  for  this  con¬ 
clusion,  he  states  that  he  does  so  "because  it  is  an  existing 
figure."  Now  I  submit,  Mr.  Chairman,  this  is  obviously 
begging  the  question.  The  problem  is  determining  the  reason¬ 
ableness  of  the  existing  figure  and  in  adopting'  the  existing 
figure  and  saying  it  is  reasonable  because  it  exists  is  not 
evidence,  Mr.  Davis  stated  he  could  not  justify  either  an 
increase  or  decrease  in  this  figure  but  he  gave  no  reasons. 
Surely  he  would  have  a  reason  for  one  or  the  other.  And 
that,  I  submit,  Mr,  Chaiiman,  is  the  difficulty  of  adopting 
the  historical  approach  to  tie  question  of  value.  Mr.  Davis 
did  not  indicate  that  he  has  made  any  studies  as  to  what  the 
price  would  be  if  you  take  the  competitive  value  to  the  market, 
less  the  cost  of  getting  it  there,  or  if  he  took  any  other 
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principle  and  applied  it.  I  am  referring  specifically  to 
arriving  at  the  2  cents  at  the  well.  Now  this  is  contrasted 
to  the  evidence  of  Mr.  Hamilton.  Mr.  Hamilton  made  some 
calculations  which  he  set  out  in  WH-64.  Mr.  Zinder  likewise 
submitted  some  calculations  which  can  be  used  as  giideposts. 
None  have  been  submitted  by  Mr.  Davis.  I  feel  that  he  has 
volunteered  his  opinion  without  supporting  it  with  facts  on 
which  the  Board  oan  base  its  own  opinion,  we  are  all  aware 
of  course  that  opinion  is  not  evidence  but  I  believe  the  Board 
must  weigh  the  facts  or  arguments  which  support  that  opinion. 

Now  I  think  I  should  deal  with  Mr.  Davis’ 
evidence  in  some  detail  aid  I  think  the  Board  can  take  note 
of  the  following.  At  page  335  (Volume  5)  Mr.  Davis  agrees 
that  gas  generally  ha  s  a  value  at  the  well* 

At  page  354  (Volume  5)  Mr.  Davis  emphasized 
the  economic  value  of  gas  in  the  basement  of  a  householder 
and  he  emphasized  the  conveniences  even  if  the  cost  is  high 
as  compared  with  the  cost  of  ooal  and  he  refers  to  the  prices 
at  Pittsburgh  and  admits  the  oost  of  gas  at  Calgary  at 
present  prices  is  very  low.  At  page  5545  (Volume  68)  Mr, 

Davis  states  that  it  is  impract  ic  al  to  apply  the  utility 
approach  to  fixing  the  value  of  gas*  and  in  so  doing  he 
agrees  with  others.  Despite  statements  in  Exhibit  148,  and 
I  presume  it  was  hi.s  considered  opinion,  was  that  it  would 
be  ill-advised  to  use  competitive  fuel  costs  as  a  basis  for 
fixing  prices  of  gas.  I  find  that  on  cross-examination  in 
Volume  6  7,  page  5455,  he  admits  that  coal  is  a  competitive 
factor  except  in  the  case  of  domestic  rates  at  Calgary. 

At  Volume  67,  page  5442,  he  refers  to 
coal  being  a  competitive  factor  in  Windsor.  At  page  5456, 
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he  refers  to  coal  being  a  competitive  factor  in  Birmingham. 

He  sets  out  his  view  that  coal  is  so  much  more  expensive? 
having  in  mind  the  conveniences  of  gas  in  Calgary.  And  for 
domestic  purposes  it  is  not  feasible  fort  he  Board  to  give 
it  consideration.  I  mention  that  to  stress  the  considered 
statement  that  the  competitive  factors  should  not  be  taken 
into  mind  . 

Despite  the  fact  he  recommends  a  price 
of  2  cents  at  page  5547?  Mr.  Davis  agrees  that  the  producer 
can  only  expect  to  get  what  his  gas  can  be  sold  ibr  in  the 
consuming  market,  less  the  cost  of  getting  it  there  and  that 
gives  rise  to  competition  with  other  fuels.  At  page  5571 
Mr.  Davis,  as  I  mentioned  earlier,  admitted  that  he  had  not 
made  any  detailed  calculations  of  the  rate  base  of  Madison 
and  British  American,  the  utility  companies/  in  arriving  at 
th  at . 

At  page  5582,  Mr.  Davis  states  that  the 
competitive  source  of  supply  of  gas,  or  another  supply  of  gas, 
would  set  the  limit  of  value,  provide  the  value  to  the  market, 
in  the  Calgary  market,  provided  the  supply  was  equal  to  the 
demand.  I  understand  from  these  questions  that  the  propo¬ 
sition  put  to  him  w  as  this,  that  if  another  source  of  gas 
was  obtained  and  actually  piped  into  the  Calgary  market, 
that  if  that  price  of  that  gas,  provided  a  sufficient  supply 
was  available,  would  set  the  limit  at  which  the  supply,  the 
existing  supply  from  Turner  Valley  could  be  sold.  In  other 
words  that  is  applying  the  same  principle  which  Mr.  Zinder 
set  out  in  his  submission. 

Now  Mr.  Hamilton  was  examined  by 
Mr.  Fenerty  with  regard  to  this  Joint  at  page  4829  (Volume  61) 
and  replying  to  Mr.  Fenerty  he  stated  that  the  cost  approach 
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to  the  value  of  gas  at  the  well  head  was  not  practical  but  it 

*  Should  not  be  lost  sight  of;  that  it  provides  a  ceiling  beyond 
which  the  price  should  not  be  fixed  from  the  point  of  view  of 

fairness  to  the  consumer.  It  should  be  used  as  a  matter  of 
control,  in  your  question  a  few  minutes  ago,  you  referred  to 
what  was  the  value  of  the  11  cent  price  and  I  indicated  before 
I  was  looking  at  your  question  from  the  point  of  view  of  the 
producer  ♦  Now  Mr.  Hamilton,  met  by  the  sane  q'uestion,  looked 
at  it  from  the  point  of  view  of  the  consumer  and  he  sets  out 
that  if  the  price  arrived  at  were  say  11  cents,  allowing  fb  r 
a  fair  rate  of  return,  that  that  is  a  price  which  the  consumer 

*  should  not  be  asked  to  exceed.  That  is  the  ceiling. 

At  page  4830  you,  yourself,  Mr.  Chairman, 
pointed  out  that  in  the  cost  approach  with  200  wells  it  could 
very  well  be  on  that  theory  it  would  have  to  be  carried  back 
to  20  0  well  head  prices  and  that  this  was  not  practical. 

Now  at  page  4857,  Mr.  Hamilton  agrees 
that  if  the  costs  fixed  by  regulation  are  such  that  the 
Producer  receives  no  benefit  from  the  sale  of  gas  marketed 
under  regulation,  the  gas  is  in  effect  being  confiscated. 


(Go  to  page  6939) 
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Hr.  Hamilton  states  that  as  a  minimum  the-  producer  nas^ 

got  more  for  the  gas  than  the  cost  which  is  assessed  against 

the  producer.  He  had  in  nind,  I  presume  repressuring  and 
gathering  costs* 

At  Page  4868,  replying  to  yourself,  Hr.  Chairman,  Hr. 

Hamilton  listed  the  approaches  to  fixing  the  well  head  price 
as  follows:- 

(1)  By  reference  to  the  terminal  price  at  Calgary,  and 
the  worked  back  to  the  wellhead. 


(2) 


(3) 


(4) 


lake  the  prioc  of  residue  gas  in  relation  to  its 

repress uring  costs>  or  in  relation  to  some  other 

costs  that  might  fall  upon  the  producer,  that  is 

to  say,  tho  producer  should  get  more  than  such 
cost . 

neat  the  gas  directly  on  a  waste  product  basis  and 
ascribe  tho  purely  nominal  value  to  it,  and, 

adhere  to  tho  historical  concept  ahd  continue  tho  two 
cont  price* 


Now,  Hr.  Hamilton  did  not  make  a 
definite  choice  between  any  of  tho  approaches  which  he  men¬ 
tioned,  but  at  page  4883,  Hr.  Hamilton  agreed  that  the 
comparative  value  to  the  consumer  at  the  point  of  consumption, 

ia  something  which  should  be  considered  in  determining  the 
well  head  value  of  the  gas. 

mr.  8.  J. Davies,  appearing  for  the 
City,  was  examined  at  Page  283,  and  he  points  out  that  any¬ 
thing  that  starts  in  the  field,  to  sum  up  his  evidence,  X 
it  is  s imply  this,  that  the  price  of  gas  which  he 
charges  or  sets  at  the  field  at  2  oents  and  7f  cents  at  the 
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outlet  of  the  scrubbing  plant  should  be  maintained.  His 
whole  attitude  or  opinion  is  centred  on  the  thought  that 
any  increase  in  the  gas^prieo  will  automatically  result  in 
a  decreased  gas  consumption  with  increased  costs,  finally 
ending  or  resulting  in  a  cost  to  the  whole  undertaking  on  the 
domestic  market,  which  would  be  the  last  market  to  develop  . 

In  other  words,  Mr.  Davies T  evidence  is  that  you  should  look 
for  the  sale  price  to  the  ultimate  consumer,  and  if  in  dealing 
with  uhat  price  there  is  results  which  means  less  consumption, 
then  obviously  increased  costs  remaining  with  the  consumor 
will  eventually  destroy  the  market. 

Now  to  summarize  what  I  have  said., 
and  what  I  feel  the  evidence  of  all  the  witnesses  means,  I 
would  say: 

(1)  The  utility  or  cost  approaoh  to  the  fixing  of  a 

value  oj-  the  gas  at  the  well  head  is  not  a  practical 
application  in  this  instance. 

)  Ibat  the  value  of  the  gas  at  the  well  head  should  bo 
determined  in  relation  to  its  use  to  society,  which.  In 
turn  is  measured  in  terms  of  its  use  as  a  fuel  in 
relation  to  other  fuels,  and  in  terms  of  its  use 
as  a  commodity,  together  with  those  other  factors 
which  lead  many  to  consider  natural  gas  a  superior 
fuel  in  many  respects,  which  adds  to  the  value  of 
natural  gas  over  and  above  its  competitive  value 
on  a  strictly  fuel  basis. 

And  I  submit  also: 

(°)  T^at  any  theory  which  presupposes  that  gas  is  a 
was t e  product  of  no  value  at  the  well  head,  or 
a  product  measured  in  value  with  relation  to  the 
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oosts  of  storing  and  handling  gas  in  excess  of 
market  requirements,  is  contrary  to  any  conception 
of  value  at  all*  and  is  directly  contrary  to  the 
express  purpose  and  intention  of  the  Legislature 
in  directing  that  a  reasonable  price  be  fixed,  and 
is  an  argument  disposed  of  by  Dr*  Katz  when  he 
pointed  out,  at  Page  5721,  and  I  quote: 

T!  TII  do  not  believe  that  one  can  say  on  the 
one  hand  that  the  gas  is  valuable  to  the 
extent  that  it  should  be  conserved,  and  on 
the  other  hand  say  that  it  really  does  not 
have  any  value  because  all  the  value  is  spent 
in  conserving  it*Tf 

I  rest  my  argument  and  my  suggestion  to  the 
Board  for  guidance  in  this  problem  on  the  second  principle 
which  I  summarized. 

11:  *  CHAT  BERS :  Which  one  is  that? 

i'H  .  McDONALD:  That  the  value  of  the  gas  '  -at  the 

well  head  should  be  determined  in  relation  to  its  use  to 
society,  which  in  turn  is  measured  in  terms  of  its  use  as  a 
fuel  in  relation  to  other  fuels,  and  in  terms  of  its  use 
as  a  commodity,  togothor  with  those  other  factors  which 
load  many  to  consider  natural  gas  a  superior  fuel  in  many 
respocts,  which  adds  to  the  value  of  natural  gas  ovor  and 
above  its  comparative  valuo  on  a  strictly  fuel  basis. 

MR.  CHAMBERS :  Thank  you. 

THE  CHAIRMAN:  Have  you,  Mr*  McDonald,  arrived  at 

any  conclusion  as  to  the  relativity  of  coal  and  natural  gas? 

MR.  McDONALD:  I  am  going  to  deal  with  that  under 

the  part  of  "Competitive  Fuels".  It  might  be,  Mr .Chairman, 
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that  I  am  unduly  exhaustive  in  reference  to  this,  but  I 
feel  that  I  should  put  on  the  record  whatever  I  think  is 
of  value,  which  the  Board  might  wish  later  to  refer  to. 

THE  CHAIRMAN:  Bo  not  feel  under  any  restriction 

whatsoever,  Hr*  McDonald,  as  to  what  you  should  rexer  to 
or  how  long  you  take  or  how  you  present  it • 

Hi  .  MCDONALD:  Thank  you,  Hr.  Chairman. 

Now  following  the  principle,  as 
outlined,  it  is  the  first  requisite,  I  submit,  as  to  rinding 
out  what  is  the  relationship  of  the  gas  to  other  fuels, 

Then  that  brings  me  to  what  I  will  call  lJThe  Competitive 
Duels  Aspect 


(G-o  to  page  6943) 
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Now  Mr.  Zinder  filed  Exhibit  135  dealing 
with  competitive  prices  or  value  of  gas  at  Calgary  and  the 
elasticity  of  demand.  His  evidence  is  set  out  in  Volume  63, 
at  Page  4922,  and  he  states  at  Page  4923,  there  he  makes  this 
sta  t ement : 

" This  report  is  supplemental  to  Submission  No.  1  of  the 
Producers T  Committee  of  the  Alberta  Petroleum  Assoc¬ 
iation.  In  that  submission  it  was  stated  that  the 
value  of  natural  gas  at  the  burner  tip  places  an  upper 
limit  on  the  value  of  natural  gas  at  the  well.  In 
arriving  at  this  maximum  value  of  natural  gas  at  the 
well,  the  costs  of  distribution,  transmission,  scrubbing, 
compression  and  gathering  must  be  deducted  from  the 
value  of  the  gas  at  the  burner  tip.  These  costs  are 
part  of  the  subject  of  inquiry  in  this  proceeding  and 
will  thus  only  become  determined  and  known  at  the  con¬ 
clusion  of  this  proceeding.’ 

And  I  might  say  that  it  is  my  intention  to 
carry  these  costs  as  outlined  by  Mr.  Zinder  through  as  I  give 
them  and  make  a  definite  submission  but  of  necessity  that  will 
be  later  on  in  my  argument: 

’Sven  with  such  costs  known,  the  determination  of  this 
upper  limit  of  the  value  of  natural  gas  at  the  well  is 
not  a  simple  matter.  If  the  value  of  natural  gas  for 
domestic  house  heating  is  taken  as  an  example  this  w#uld 

give  a  certain  value  at  the  well.  An  entirely  different 

# 

value  at  the  well  would  be  obtained  if  the  value  to  the 
large  industrial  consumer  of  natural  gas  for  processing, 
heat  treating,  or  other  purpose  is  taken  as  a  base. 
Furthermore,  the  value  of  gas  service  to  an  existing 
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consumer  is  different  from  the  value  to  a  customer  making 
the  choice  between  gas  and  some  alternative  for  an  entire¬ 
ly  new  home  or  plant.  The  existing  customer  has  formed 
certain  habits  and  must  face  certain  changes  involving, 
in  some  cases,  an  investment  on  his  part  in  making  the 
change.  The  composite  of  all  these  values  as  they  exist 
in  the  market  served  would  give  a  composite  value  of  gas 
at  the  wells.” 


That  exemplifies  Mr.  Zinder’a  approach  to 
the  whole  problem  and  particularly  to  the  competitive  phase  of 
it; 

Then  at  Page  4928,  Mr.  Zinder  shows  those 
as  tho  comparative  factor  and  ho  states: 

’’There  are  many  factors  which  enter  into  any  determination 
of  the  relative  values  of  coal  and  gas  as  competitive 
fuels  in  addition  to  their  price  per  B.T.U.  One  of  the 
principal  factors  is  the  relative  efficiency  in  the 
utilization  of  the  heat  content  of  the  two  fuels.  It 
is  generally  recognized  that,  except  for  the  very  largest 
and  most  modern  establishments,  such  as  steam  generating 
plants  where  design  factors  make  equal  efficiencies 
probable,  gas  is  a  more  efficient  fuel. 

The  relative  efficiency  of  the  two  fuels 
will  vary  over  wide  limits  and  will  vary  widely  for  the 
same  fuel  as  between  different  plants  or  installations. 
Under  the  circumstances,  there  is  little  authoritative 
information  as  to  this  factor.  For  purposes  of  this 
study  the  following  relative  efficiencies  have  been 

•  i 

adopted,  being  the  same  as  those  used  in  the  submission 
filed  on  behalf  of  the  Gas  Company,  page  6  and  Schedule 
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And  then  he  goes  on  and  deals  with  the 
matter  of  the  efficiencies  and  he  gives  gas  and  coal  effic¬ 
iencies,  which  he  used  in  his  studies,  domestic  coal  55$, 
gas  70$;  commercial  and  small  industrial  coal  65$,  gas  75$ 
and  industrial  coal  65$  find  gas  75$. 

Then  he  goes  on: 

"Gas  has  many  other  advantages  over  coal  which  have  a 
real  value.  It  is  necessary  to  store  a  substantial 
supply  of  coal  on  the  premises.  This  necessitates 
storage  space,  requires  an  investment  in  the  supply, 

and  creates  a  fire  hazard. 

Gas,  being  delivered  and  paid  for  as  it 
is  used,  incurs  none  of  these  costs.  There  is  also  the 
cost  of  handling  the  coal  on  the  premises,  the  cost  of 
ash  disposal  and  the  cost  of  attendance  labor.  All 
these  factors  would  definitely  be  considered  and  account¬ 
ed  for  in  any  comparative  cost  analysis  for  a  particular 
installation.  It  is  difficult  to  evaluate  these  factors, 
however,  in  a  general  comparison.  No  attempt  is  made  to 
place  any  value  upon  them  in  this  report.’ 

That  is  in  the  statement  submitted: 
t Coal  and  gas  are  compared  on  a  straight  cost  per  B.T.U. 
basis  adjusted  only  for  relative  efficiencies  of  use. 

In  viewing  the  results  shown  by  this  comparison  it  should 
constantly  be  recognized  that  gas  has  an  added  increment 
of  value  represented  by  the  advantages  and  savings  in 
costs  which  have  not  been  evaluated." 

Now  I  might  say,  Mr.  Chairman,  that  at  this 
stage  I  am  not  going  to  deal  with  the  pros  and  cons  of  the 
relative  efficiencies  of  coal  and  gas.  I  submit  that  on  the 
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evidence  given  and  the  cross  examination  thereon,  that  the 
guess  which  Mr.  Zinder  has  made  is  as  good  as  any  other  guess, 
and  has  the  additional  merit  of  being  the  same  as  that  used  by 
the  Gas  Company  in  its  Exhibit  137. 

Now  it  may  have  been  a  case  of  the  blind 
leading  the  blind  but  I  do  believe  that  both  the  Gas  Company 
Exhibit  and  that  of  Mr.  Zinder,  have  reasonable  efficiencies 
and  oneswhich  are  for  purposes  of  comparison  at  .least  reliable. 

Now  Mr.  Zinder  set  out  in  his  Exhibit  135 
the  competitive  relationship  of  coal  and  gas  in  the  three 
categories,  domestic,  commercial,  small  industrial  and  industrial 
uses,  and  he  set  up  graphs  from  which  could  be  read  the  differ¬ 
ent  values  of  the  gas  and  the  different  efficiencies,  for  the 
different  values  of  coal. 


(  Go  to  Page  6947  ) 
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Dealing  however  with  the  prices  of  coal 
as  they  were  at  the  time  the  study  was  mede  and  I  think  I  can 
safely  say  as  they  are  now,  unless  they  are  a  little  higher. 
With  regard  to  domestic  rate,  Mr.  Zinder,  at  Page  4930  (Vol.63) 
summarizes  as  follows: 

"On  an  equivalent  basis  and  under  the  relative  efficiencies 
of  55$  for  coal  and  70$  for  gas,  Drumheller  coal  at  -$8.30 
per  ton  is  equivalent  to  53.6pf  per  MCF,  Blairmore  coal  at 
$7.50  per  ton  is  equivalent  to  37.2^  per  MCF  and  Priddis 
coal  at  $6.00  per  ton  is  equivalent  to  29.9^  per  MCF. 

Thus,  without  allowing  a  value  for  the 
many  other  advantages  of  natural  gas,  its  present  price  on 
a  straight  heating  value  basis  for  domestic  use  is  well 
below  competitive  values.  It  may  be  considered  that  this 
is  borne  out  by  the  fact  that  as  early  as  1937  when  the 
price  of  natural  gas  in  Calgary  for  domestic  househeating 
was  essentially  33  cents  per  MCF,  approximately  87$  of  the 
company’s  domestic  consumers  used  natural  gas  for  heating." 

And  heating  is  referred  to  as  house  heat¬ 
ing  through  furnaces. 

Now  summarizing  Mr.  Zinder’s  conclusions 
with  regard  to  commercial  and  small  industrial  use  which  con¬ 
clusions  are  set  out  at  page  4931  (Volume  63):- 

"Under  rate  No.  5  the  commercial  and  small  industrial 
customers  pay  essentially  an  average  of  26  cents  per 
MCF.  On  an  equivalent  basis  using  an  efficiency  for 
coal  of  65$  and  of  75$  for  gas,  Drumheller  coal  at  $6.00 
per  ton  is  equivalent  to  35  cents  per  MCF,  Blairmore  coal 
at  $7.50  per  ton  is  equivalent  to  33.7  cents  per  MCF  and 
Priddis  coal  at  $6.00  per  ton  is  equivalent  to  27.2  cents 
per  MCF. 
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Here  again,  as  in  the  case  of  domestic 
use,  and  with  no  allowance  for  the  many  other  advantages 
of  natural  gas,  its  present  price  is  well  below  compet¬ 
itive  values  on  a  straight  heating  value  basis.  Again, 
it  may  be  considered  that  this  conclusion  is  borne  out  by 
the  fact  that  as  early  as  1937  when  the  price  of  natural 
gas  in  Calgary  for  such  use  was  essentially  33  cents  per 
MCF  approximately  87 $  of  all  commercial  customers  served 
used  gas  for  heating  purposes.” 

With  respect  to  industrial  use  at  Page 
4932  (Volume  63)  his  conclusion  is:- 

TTCn  an  equivalent  basis  using  an  efficiency  of  65 fo  for 
coal  and  75 for  gas,  Drumheller  coal  at  $4.00  per  ton 
is  equivalent  to  23.4  cents  per  MCF,  Priddis  coal  at 
$6.00  per  ton  is  equivalent  to  27.2  cents  per  MCF  and 
Blairmore  coal  at  $7.50  per  ton  is  equivalent  to  33.7 
cents  per  MCF.  Without  taking  into  account  the  many 
other  advantages  of  gas,  the  price  of  gas  for  the  larger 
commercial  and  industrial  users  is  well  below  competitive 
levels  except  for  consumptions  close  to  the  minimum 
under  Rate  No.  4.  At  600  MCF  per  month,  the  average 
rate  for  gas  is  26  cents  per  MCF,  whereas  Drumheller 
coal  at  $4.00  per  ton  is  equivalent  to  23.4  cents  per 
MCF.  As  themonthly  use  increases,  however,  the  average 
gas  rate  decreases,  as  shown  above,  to  as  low  as  17.4 
cents  for  5,000  MCF  per  month.  At  this  rate  and  under 
the  relative  efficiencies  used  Drumheller  coal  would  have 
to  sell  for  approximately  $2.98  per  ton.” 

In  that  latter  statement  Mr.  Zinder  refers 
to  one  of  the  results  of  the  Rate  No.  4,  which  shows  that  if 
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the  particular  consumers  uses  up  to  5,000  MCF  a  month,  the 
actual  money  paid  is  equivalent  to  purchasing  coal  in  the 
neighbourhood  of  $3.00  per  ton.  Wherear,  if  he  only  takes 
600  MCF  under  Rate  No.  4  his  rate  would  be  equivalent  to 
Drumheller  coal  at  $4.00  per  ton. 

Now  the  G-as  Company  in  the  City  place 
great  emphasis  on  the  fact  of  total  consumption  by  the  users 
of  the  gas  because  of  an  increase  in  price.  Therefore  I 
submit  Mr.  Zinder’ s  statement  regarding  the  elasticity  of 
demand  is  of  importance.  Mr.  Zinder  states  at  Page  4937 
(Volume  63)  and  I  shall  read  this,  Mr.  Chairman,  to  bring 
to  your  mind  what  the  elasticity  of  demand  is  and  what  Mr. 
Zinder  has  in  mind  in  the  conclusion  he  reaches,  which  I 
will  refer  to. 

"The  elasticity  of  demand  for  utility  services  is  always 
an  important  consideration  when  any  rate  adjustment,  down 
or  up,  is  in  prospect.  The  problem  is  not  one  of  the 
general  relationship  of  price  to  quantity.  It  can  be 
generally  stated  for  utility  services,  as  for  most  other 
services  or  commodities,  that  as  the  price  decreases  the 
quantity  sold  will  increase,  and  conversely,  that  as  the 
price  increases  the  quantity  sold  will  decrease.  Such 
a  general  statement,  however,  has  little  value  in  con¬ 
sidering  a  particular  rate  problem.  In  any  particular 
instance,  it  is  the  elasticity  of  degree  of  change  in 
quantity  which  results  from  a  given  change  in  price  that 
is  important.  This  degree  of  change  determines  whether 
total  revenues  will  increase  with  an  increase  in  rate  or 
to  what  extent,  if  any,  total  revenues  will  decrease  with 
a  decrease  in  rates. 
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It  is  conceivable  that  the  price  of  a 
given  product  may  already  be  so  low  and  the  market 
already  so  saturated  that  any  further  reduction  in  price 
will  bring  very  little  change  in  the  demand.  Any  change 
in  price,  when  a  company  is  operating  at  this  point  on 
the  demand  curve  will  cause  almost  a  proportional  change 
in  total  revenues.  In  an  unsaturated  market  it  is 
possible  for  a  price  reduction  to  cause  an  increase  in 
volume  so  substantial  as  to  result  in  an  increase,  rather 
than  a  decrease,  in  total  revenue. 

The  measurement  of  the  demand  elasticity 
of  any  service  is  difficult,  if  not  impossible.  Many 
factors  enter  into  such  a  determination  in  addition  to 
the  price  and  availability  of  alternative  substitutes. 

It  would  be  misleading,  for  example,  to  take  the  composite 
sales  of  any  utility  service  as  a  basis  for  measurement 
or  even  as  a  guide.  -  Such  service  is  composed  of  a  number 
of  diverse  classes  of  customers,  each  having  a  separate 
demand  curve.  Tt 

Now  Mr.  Zinder  deals  with  each  of  the 
classes  of  service  and  I  will  cite  his  conclusions  as  he  gives 
them.  He  deals  with  the  domestic  class  at  Page  4942,  (Volume 
63).  In  Part  1  of  this  submission  it  was  shown  that  the 
present  price  for  gas  for  domestic  heating  was  well  below  the 
competitive  level  as  measured  by  coal  as  a  substitute.  All 
the  factors  clearly  indicate  that  it  would  take  a  very  sub¬ 
stantial  increase  in  the  price  of  gas  to  this  class  of  cus¬ 
tomer  to  affect  the  use  to  any  material  extent.  So  that  an 
increase  in  price  could  be  expected  to  produce  an  increase  in 
revenue.  That  is  the  case  here.  That  an  increase  in  the 
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domestic  rates  will  result,  in  Mr.  ZinderTs  opinion,  in  an 
almost  directly  proportionate  increase  in  the  revenue. 

On  the  commercial  side  Mr.  Zinder  states 
the  commercial  classification  of  customers  was  probably  a 
heterogeneous  group. 

T’The  commercial  classification  of  customers  is  probably 
a  heterogeneous  group,  since  in  many  cases  it  includes 
small  industrial  users.  The  demand  behaviour  of  gas  for 
restaurants,  hotels,  laundries,  and  such  establishments 
will  differ  from  its  use  in  heating  of  stores,  office 
and  apartment  buildings.  In  the  first  group  the  principal 
factor  influencing  use  once  gas  is  adopted  as  the  fuel, 
is  the  volume  of  business  carried  on  by  the  establishment. 
In  the  second  group  the  principal  factor  influencing 
demand  is  the  degree  day  deficiency.  In  both  groups, 
once  the  price  of  gas  is  fixed  below  competitive  levels 
of  alternatives,  price  becomes  a  secondary  factor  in 
influencing  use.  In  Part  I  of  this  Submission  it  was 
shown  that  for  this  class  of  service  present  prices  of 
gas  in  Calgary  are  sufficiently  below  competitive  levels 
so  that  it  would  require  a  substantial  change  in  price  to 
cause  any  material  change  in  use." 

And  I  suggest  there,  sir,  that  if  there  is 
an  increase  in  price  that  the  increase  in  revenue  to  the  Gas 
Company  will  be  directly  or  almost  wholly  directly  proportional. 
There  will  be  no  actual  loss  of  consumption.. 

Dealing  with  the  industrial  user  at  Page 
4945,  Mr.  Zinder  concludes: 

"In  the  fuel  use  of  natural  gas  by  industrial  customers 
will  probably  be  found  the  most  sensitive  relationship 
of  any  group  of  gas  customers  to  the  cost  of  competitive 
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fuels.  Some  companies  after  establishing  a  base  price 
for  service  to  such  customers  provide  for  either  an 
increase  or  decrease  in  this  price,  depending  upon 
increases  or  decreases  in  the  prevailing  prices  of 
competitive  fuels  in  the  area.  Reference  to  Chart  No. 

3  of  Submission  No.  1,  indicates  that  except  for  average 
monthly  use,  around  600  to  800  MCF  per  month,  the  price 
of  gas  in  Calgary  for  industrial  use  is  below  competitive 
levels.  This  is  particularly  true  with  respect  to  the 
larger  monthly  volumes.  This  would  indicate  that  for 
the  smaller  monthly  consumption,  no  price  change  could 
be  made  increasing  the  price  of  gas  without  influencing 
the  total  volume  of  sales,  whereas  for  the  larger  volume 
there  is  a  margin  between  the  price  of  gas  and  competitive 
vels . TT 

I  take  that  to  mean,  Mr.  Chairman,  that  in 
this  industrial  classification  an  increase  in  price  may  be 
reflected  in  a  decrease  in  consumption  which  would  affect  the 
total  revenue  so  that  there  may  not  be  a  proportional  increase 
in  the  total  revenues  of  the  company. 

And  that  reaches  a  point,  Mr.  Chairman, 

where  I  can  nicely  stop. 

(At  this  time  the  Hearing  was  adjourned  until  10  o’clock  A.M. 

Friday  morning,  June  14th,  1946) 
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